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“T don’t like that 
sign, Mr. Watts!” 


ies mean that sign in the Main Street 
window? What about it?” 

“It says ‘Silex with Stove—$4.95’.Why, 
thatstove alone is worth a window!” 

“Wha-at? A stove’s a stove, isn’t it?” 

“Not that stove. You see, it’s SELF- 
TIMING!” 

“What does that mean?” 

“It means that the water and the coffee 
are kept together just the right number of 
seconds 4o make perfect coffee every time.” 

“But doesn’t any coffee maker do that?” 

“That’s what you think! No other coffee 
maker has a self-timing stove. It’s a pat- 
ented feature of Silex. So you can’t guar- 
antee perfect coffee every time with any 
other brand!” 


‘<But you can guarantee it with Silex?” 


“T’ll say you can, Mr. Watts—and you 
SHOULD!” 


‘Then I’ll say we will! Get hold of that 
display man and the advertising manager. 
We're going to feature SELF-TIMING 
SILEX!” 


“That’s the stuff, Mr. Watts. And don’t 
forget it’s the self-timing stove that makes 
women use their Silex every day — that's 
an average of 87 KWH a year per meter!” 


Perfect Coffee Every Time! 


That’s the tip-off. Your Silex representa- 
tive would like to help you plan a pro- 
motion on this exclusive Silex feature that 
will put more KWH on your load. 





Every Electric Silex has a Self-Timing Stovel 


Just shut off the current when the water gets up and Silex 
brings it down...as perfect coffee! It’s an exclusive Silex 
feature—patented so it can’t be copied. Good reason why wo- 
men want the stove when they buy Silex (and that boosts sales 
totals—electric models priced from $4.95 to $29.95). Good 
reason, too, why they wse the stove when they take it home. 
(And that adds KWH to your load!) Illustrated —“ Saratoga” 
Electric, $6.45 retail, 8-cup size, ivory trim. 


PYREX BRAND GLASS USED 


EXCLUSIVELY 





COFFEE AMAKER 


CRADE ARE BICISTERID US Pat OFF. 


THE SILEX COMPANY. . HARTFORD, CONNECTIC 


Creators of the Glass Coffee Maker Industry 
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Why Gas Companies Prefer 
BARBER Conversion BURNERS 


Gas Companies increasingly recognize, as part of their 
responsibility toward the public, the necessity for constant 
vigilance regarding the type of gas appliance which they 
recommend for use by their customers. Barber Burners 
have an outstanding record of over 20 years’ conspicuous 
success in many thousands of home heating installations, Reason- 
able fuel consumption and freedom from servicing are axiomatic 
with a Barber job. How better can you safeguard the interest of 
your consumer, and insure his good will, than by seeing to it 
that his furnace or boiler is equipped with a genuine Barber unit? 


LA) 


DS 


andard Models come in 8 
for round grates 12” to 34” 

ameter. There is also a wide 

e of sizes for oblong grates. 

burners easily and correctly 

stable to grate dimensions. 

din A. G. A. Directory of a: S06 thie ieee 
eved Appliances. Ask for 

log and Price List on Con- 

on Burners for Furnaces 

Boilers, Burner Units for 

Appliances, and Gas Pres- 

Regulators. 


Barber Burner 


BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


e BARBERS?72%<%CBURNERS~ e 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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It's 

ALL FACT 
and 

NO FICTION! 


The straight story 


(BER 2 


on mechanical addressing 


6)@ This book may prove an eye-opener 
to you. It discloses many facts you 
should know about modern mechanical 
%@ name and data writing—vital information which has probably 
_. 106(™ never before been brought to your attention. Short, terse, to the 
point, it nevertheless covers every angle of comparative costs, 
- lt @ speeds, flexibility, etc., of existing methods. When you’ve read 
.. 1 §§ it you'll have the straight story on what’s been going on in ad- 
dressing equipment development, what today’s new trend is, and 
6™@ why. It was personally written by the head of the Elliott 


2 Addressing Machine Company, for your executive consideration. 








E Kindly request your copy on your 
bes ara business letterhead. 
the ioe 
| * THE ELLIOTT ADDRESSING MACHINE 

oo COMPANY 

a 157 Albany Street Cambridge, Mass. 
04 i 

service, 
under the 
1940, by <«e United Gas & Fuel Co., Hamilton, Ont., Can. 
N, $15.00 
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Pages with the Editors 


HEN Hitler started his big push to the 

sea last spring there was considerable 
speculation as to whether the horror of “total 
war” would push even such an important 
event as a presidential campaign right off the 
front pages of the American newspapers. 
Some observers were predicting (at a time 
when it looked as though the European war 
was going to last much longer than it does 
now) that the two national conventions would 
be definitely “inside page stuff,’ and that the 
whole presidential campaign might fizzle out 
as a sort of anticlimax to the end of a world 
organized predominantly along democratic 
lines. 


But events at the Republican National Con- 
vention a fortnight ago and the build-up for 
the forthcoming Democratic convention, which 
is scheduled to be called to order about the 
time this issue of Pupiic Urtitities Forrt- 
NIGHTLY reaches the hands of the reader, 
prove that civilizations may rise and civiliza- 
tions may fall, but the loyalty of our average 
citizen to the great American game of politics 
will never be extinguished. 


As we go to press the Democratic bigwigs 


FERGUS J. MCDIARMID 


He sees no reason in American finance for 
throwing Canadian utilities overboard. 


(SEE Pace 87) 
JULY 18, 1940 


HAROLD D. KOONTZ 


“It may even now be too late to save the rail- 
roads and some of the other agencies of trans- 
portation from government ownership.” 


(SEE PAGE 67) 


are still figuratively plucking the petals from 
third-term question daisies. Soon we shall 
know the complete line-up for one of the hot- 
test presidential campaigns the country has 
faced since Billy Bryan ran away with the 
Democratic nomination back in ’96, Even our 
neighbors south of the border put on an ex- 
citing show a few days ago in an effort to 
select a successor to President Cardenas of 
Mexico. 


But notwithstanding our preoccupation with 
political affairs, which are both necessary and 
vital to the destiny of our country, the 
European arena continues to provide us with 
some very real July fireworks. And they are 
not celebrating any declaration of independ- 
ence, either. This, in turn, means that our 
own national defense program must go on un- 
impeded no matter who wins or loses at the 
polls next November. 


ca 
N this issue we continue our series of 
articles dealing with the impact of the war 


situation on public utility industries. The 
leading article by Proressor HAROLD 
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BETTER PRODUCTS... 


because Cities Service 


knows your problems! 


Cities Service Oil Company engineers are concentrat- 
ing their efforts daily on solving the various lubrication 
problems with which industry is faced. 


Wherever moving surfaces come together, no matter 
what the speed or load, Cities Service can recommend 
authoritatively the correct lubricants to use. Whether 

you need heavy greases for 
massive gears or the lightest 
of oils for delicate precision 
the rail- = \=1= = machines, Cities Service’ is 


of trans- 
ship.” ready to fill your every need. 


Cities Service engineers will 


ls from =| | be glad to discuss your lubrica- 
ve shall = = ‘ ° 
the hot- == S| = tion problems with you. 
itry has 
vith the 
.ven our 
1 an ex- 
is CITIES SERVICE INDUSTRIAL OILS 
enas 0 
Compressor Oils Marine Engine Oils 
son with Cutting Oils Quenching and Tempering Oils 
sary and Diesel Engine Oils Sewing Machine Oils 
a B Cylinder Oils Spindle Oils 
hey are Star Ice Machine Oils Transformer Oil 
aged Leather Finishing Oils Turbine Oils 
) on un Loom Oils Wool Oils 


s at the 


Hour of Stars—The Cities Service Concert with Lucille Manners, Ross Graham, 
the Cities Service Orchestra and Singers under the direction of Frank Black, broad- 
cast every Friday evening at 8 P.M., E. D. T., over the N. B. C. Red Network. 
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Koontz analyzes our transportation policy in 
the light of national defense requirements. 
We also present a discussion of the effect of 
the European war on the public utilities oper- 
ating in Canada by Fercus J. McD1armip. 


Proressor Koontz is a native of Findlay, 
Ohio, and was educated at Oberlin College 
(A. B., ’30), Northwestern University (M. A., 
31), and Yale University (Ph.D., ’35). Be- 
fore taking his present post as assistant pro- 
fessor of economics at Colgate University 
(teaching business regulation, utilities, and 
transportation) he taught various economic 
subjects at Duke and Toledo universities. 


Mr. McDrarmip graduated from the Uni- 
versity of Toronto in 1928 and has since been 
active in actuarial and, life insurance invest- 
ment fields in the United States through as- 
sociation with the Lincoln National Life In- 
surance Company of Fort Wayne, Ind. He is 
now the assistant manager of the investment 
research department of that organization. Thus 
by inheritance, as well as by experience, Mr. 
McD1armMip is well qualified to discuss the 
affairs of public utilities. 


¥ 


pears of the effect of war on our trans- 
portation system, the problems of the 
American railroads under the stress of the re- 
armament program seem fairly simple, for the 
moment at least, compared with the difficul- 
ties faced by the out-going foreign mail de- 
partment of our Post Office. It is reported 
that some European countries are now getting 
mail from the United States via the Pacific 
and trans-Siberian railroad. Ever since Italy 
declared war, most of the European coun- 
tries bordering the Mediterranean have been 
cut off from direct mail service with America, 
except the expensive cargo carried by the 
clipper ships via Portugal. 


THE only reason we mention this at this 
time is in case certain foreign subscribers to 
a certain well-known magazine are wondering 
why they have not received any issues since 
last March or thereabouts. 


CoMPARING notes with the editor of an es- 
teemed contemporary, we found this foreign 
mail situation quite general. Our colleague 
said that a neat stack of recent issues of his 
publication had been accumulating—of all 
places—in General Franco’s Spain. They were 
not intended for Spain but for certain places 
in what used to. be Poland and the Balkan 
countries. The editor did not have the slight- 
est idea what they were doing in Spain unless 
it was that the German postal authorities 
were trying to work out some general over- 
land route through defeated France. 


Anp so, for the sake of any readers in the 
old world, let it be here recorded that it is 
not the fault of the editors if the FortNIGHT- 
Ly doesn’t come in right on the dot. And don’t 
blame the postal authorities either. It’s a 
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MILLARD MILBURN RICE 


“There is only one end for any wholesale ad- 
venture into state socialism—the compl ele 
elimination of private enterprise.” 


(SEE Pace 80) 


rough world we live in—subject to change 
without notice. 


¥ 


M"the' Mivspurn Rice, whose article on 
“The Creeping Paralysis of State Social- 
ism” also appears in this issue (page 80), isa 
well-known contributor of articles (chiefly 
on business, economic, and political subjects) 


to numerous national magazines, including 
The Saturday Evening Post, Collier's, Nation's 
Business, and so forth. He was educated at 
Western Maryland, College and was a pro- 
fessional accountant before taking up literary 
work, He is now engaged in free-lance writing 
at his home in Jefferson, Md. 


¥ 


MONG the important decisions preprinted 
from Public Utilities Reports in the back 
of this number, may be found the following: 


THE Federal Power Commission determines 
whether or not it has jurisdiction over inter- 
state wholesale rates charged to municipalities 
by public utilities otherwise subject to its 
jurisdiction. (See page 257.) 


Tue New York commission defined the 
duty of a water company to furnish service at 
a summer resort. (See page 313.) 


THE next number of this magazine will be 
out August Ist. 
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jomatically, on the same machine that gives us our + and —. 


.. Throwing our money around, am I? Listen, Jim—you know 
better than that. I did some heavy thinking before I bought us 
s new Remington Rand Printing Calculator. 


fe’ve got a good solid little business here—a nice money-maker 
both of us—but the figure-work here in the office has been on my 
id for some time. You see, the easiest part of our office arithmetic 
he adding and subtracting—we do on an adding machine. The 
lly tough figure-work—extending and _ pricing orders, figuring 
ts and payrolls, computing taxes—we do with paper and pencil. 
hat logical ? 

..No, we don’t have a lot of calculating work—certainly not 
bugh to justify buying a separate calculating machine. But the 
ume is growing, and Send Geuring slows us down. It was all just 
eadache to me, until this Printing Calculator was invented a few 
nths ago. It does everything an adding machine will do. What’s 
re, it multiplies electrically. It divides automatically. It prints 
ry factor of every problem. Best of all, it costs only a few dollars 
re than the most complete adding machine. 


. So I did exactly what you’d have done—traded in our adding 
hine on a new Printing Calculator. Our money is invested in 
one machine, but that one does the work of two!” 


Thousands of businesses, like this 
one—small businesses, the back- 
bone of American commerce— 
have enthusiastically bought the 
Printing Calculator. Do you still 
do the toughest part of your office 
figuring by hand? Then you owe 
it to yourself to get a full, free 
demonstration of the machine 
that cuts costs and protects prof- 
its. Phone yournearest Remington 
Rand office today—or write Rem- 
ington Rand Inc., Buffalo, New 
York. In Canada, address Rem- 
ington Rand Ltd., Toronto. 


The Remington Rand 
rinting Calculator 





S, JIM...no more X and + by hand. NOW we do it 





We use it mainly for calculating . . . but its 
listing-adding feature is a decided convenience. 


We've put one in every branch, replacing two 
machines... freeing capital once “frozen”. 


We use it for all original work, eliminating 
the “re-run for proof” time previously needed. | 
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Various regulatory rulings by courts and commissions reported in full text, 
pages 257-320, from 33 PUR(NS) 


JULY 18, 1940 





tk 


Xpansion, 


- ON gov- 


new ac- 


lings 
jurisdic- 
criminal 
22. 

ictivities 
yn rates, 
liscrimi- 
sale of 
answer 


ules for 


o evade 


y 18, 1940 Public Utilities Fortnightly 





KKK KKK KKK KKK KKK KKK 


: 3 é EP TED . payee kk 


gineering executives purchase equipment on demonstrated performance. That's why en- 


eers in every conceivable industry purchase Vulcan and the reason why Vulcan was sold 


forty-three states, every Province of Canada, Porto Rico, Territory of Hawaii and eleven 


eign countries during the past year. The following partial list of representative contracts 


1939 demonstrate the popularity of Vulcan among engineers in every type of industry 


o have taken the time to investigate the reasons for Vulcans rugged dependability. 


any of these contracts are repeat orders, real evidence that Vulcan gives highest satis- 


tion. 





Socony Vacuum Oil Co East St. Louis, Mo. 
Town of Albion Albion, Indiana 
Pairpoint Corporation. . New Bedford, Mass. 
Charleston Navy Yard ..Charleston, S. C 
U. S. Naval Academy Annapolis, Md. 
Metropolitan Life Insurance Co....New York City 
Park Chester Housing Development 
Griesdieck Western Brewery Belleville, Il. 
Minot Normal School Minot, N. D. 
Southland Paper Mills Lufkin, Texas 
Bethlehem Steel Company Penna. 
Norfolk Navy Yard 
Fairmont bey! Light Co Fairmont, Minn. 
Evenson and Levering Company....Camden, N. J. 
Socony Vacuum Oil Company Brooklyn, N. Y. 
City of Bellefontaine Bellefontaine, Ohio 
Gallinger Hospital Washington, D. C. 
Colorado State Agricultural College 
Fort Collins, Colo. 

Navajo Agency Ft. Defiance, Arizona 
Victor Chemical Company....Mt. Pleasant, Tenn. 
McChord Field, U. S. Army....Ft. Lewis, Wash. 
B. F. Goodrich Company Clarksville, Tenn. 
Canadian National Railways.Winnipeg, Man., Can. 
Carnation Compny Sherbrooke, Quebec, Can. 
Alexandria Steam Generating Co... Alexandria, Va. 
South Porto Rico Sugar Company 

Santa Domingo, Dom. Rep. 
George Ziegler Company... ..- Milwaukee, Wis. 
Atlas Powder Company.. .- Stamford, Conn. 
Colorado State Capitol... ...-Denver, Colo. 
Hercules Powder Company. ....Hercules, Del. 
U. S. Military Academy West Point, N. Y. 


Container Corporation of America 

Circlesville, Ohio 
c dore Perry Housing Project...Buffalo, N. Y. 
DeKalb State Teachers College DeKalb, Ill. 
United States Shoe Corp Norwood, Ohio 
The May Company Cleveland, Ohio 
United States Naval Hospital...San Diego, Calif. 
Frankford Arsenal Philadelphia, Penna. 
Central Park Pumping Station Chicago, Ill. 
Virginia Public Service Co Hampton, Va. 
Atlas Powder Company Atlas, Mo. 
City of Fairmont Fairmont, Minn. 
Froedtert Grain and Malting Co..Milwaukee, Wis. 
Sonoco Products Company Garwood, N. J. 
Sheridan Brewing Company....Sheridan, Wyoming 
City of Fort Collins Fort Collins, Colo. 
Ingenio Riogaila....Buenaventure, Columbia, S. A. 
South Carolina Electric and Gas Co....Parr, S. C. 
American Woolen Company Fulton, N. Y. 
Keystone Public Service Company.Oil City, Penna. 
Alabama Power Company Chickasaw, Ala. 
Pennsylvania Power and Light Co. 

Harrisburg, Pa. 

Holyoke Gas and Electric Co.....Holyoke, Mass. 
Durkee Famous Foods 
Blanton Company St. Louis, Mo. 
Continental Diamond Fibre Co..Bridgeport, Penna. 
Westinghouse Electric and Manufacturin 


Company, Ties, Ohio 
Libby, McNeill and Libby 
Vanadium Corporation Naturita, Colo. 
Philadelphia Electric Company....Chester, Penna. 








lcan Soot Blower Corporation does not 
ild down to a price. Vulcan builds into their 
luipment thirty-seven years of experience; 
ild by highly skilled engineering and plant 
sonnel of long service, using the highest 
pe material that hard exacting service has 
pmonstrated is the most practical for its 
rpose. The result is trouble free, long years 


of service, making unnecessary frequent serv- 
icing—and when service is required, skilled 
field engineers on their rounds, offer it gladly 
to maintain your Vulcan equipment in top 
condition. Ask the Vulcan Sales or Field En- 
gineer WHY Vulcan MUST build into their 
equipment the most rugged, trouble free, 
lowest maintenance you can buy. 


VULCAN SOOT BLOWER CORP., Du Bois, Penna. 
Km K KKK KKK KKK KKK KKK kk 
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Cart E, BAILEY 
Governor of Arkansas. 


EpIToRIAL STATEMENT 
The United States News. 


E. L. SHEA 
President, The North American 
Company. 


Leon PHILLIPS 
Governor of Oklahoma. 


CARTER FIELD 
Writing in Electrical World. 


W. W. ATTERBURY 
Late president, Pennsylvania Rail- 
road Company. 


C. M. BAKER 
President, International Typo- 
graphical Union. 


CHARLES W. KELLOGG 
President, Edison Electric 
Institute. 


Paut J. RAVER 
Bonneville Power Administrator. 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 








“It is psychologically bad to think or talk in terms of 
what the Federal government is doing for the people” 


>» 


. sight-plus-sound broadcasting is having a harder 
time getting out of its swaddling clothes than did radio 
itself.” 


“ 


* 


“Capital, it seems, is after all only a large amount of 
small money risked by hard-working people big enough 
to have confidence in the future of the country.” 


¥ 


“T believe in the Democratic form of government. | 
don’t believe in a dictator—either the Secretary of In- 
terior, Congress, the courts, or in the governor’s office.” 


¥ 


. the public has been barraged much more in- 
tensively with the arguments against private ownership 
of the electrical industry than it has for private owner- 
ship.” 


“ 


¥ 


“There is no panacea for the resumption of prosperity 
except the slow, painful one of hitting the bottom and 
then building up with a sane economical foundation on 
which to build.” 


¥ 


“Every sensible working man and woman desires to see 
the decent employer make money. For it is only when the 
employer makes a profit that the worker can have higher 
wages, shorter hours, and work.” 


» 


“The great emphasis on the consumption of electricity 
in the home is largely politics, because the number of 
users in the home is about 24,450,000 and to the ordinary 
politician that sounds like 24,450,000 votes .. .” 


¥ 


“From the start of my administration I have attempted 
to work out codperative arrangements with private com- 
panies to avoid uneconomic construction of transmission 
lines. I expect to continue that policy unless the private 
companies prevent it.” 


12 








terms of 
; people,” 


a harder 
did radio 


nount of 
x enough 
” 


iment, | 
y of In- 
s office,” 


nore in- 
vnership 
- owner: 


osperity 
‘om and 
ition on 


S to see 
hen the 
higher 


ctricity 
iber of 
rdinary 


empted 
fe com- 
nission 
private 


Public Utilities Fortnightly 





This postscript summarizes the thinking of 
thousands of Burroughs users. 


Experience has taught users the certainty of 
satisfaction, long lifeand maximum return on 
their investment in Burroughs equipment. 


Experience has proved the availability and 
competence of Burroughs factory-trained, 
factory-controlled service in safeguarding 
their equipment against costly interruption. 


Experience also prompts users to depend 
upon Burroughs research engineers for a 


ba 2h 


DOES THE W 


steady flow of new machines, new features 
and new developments for keeping pace with 
changing office requirements. 


Your local Burroughs representative, backed 
by a full line of thoroughly modern Bur- 
roughs machines and features, is experienced 
in recommending exactly the right equip- 
ment for any figuring, accounting, cash 
handling or forms-writing job. Why not 
call him today? 


BURROUGHS ADDING MACHINE COMPANY 
6381 Second Ave., Detroit, Michigan 
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REMARKABLE REMARKS—( Continued) 


Epitor1AL STATEMENT 
Broadcasting. 


Davin LAWRENCE 


Editor, The United States News. 


Epiror1AL COMMENT 
Phoenix (Ariz.) Gazette. 


WALTER C. BECKJORD 
President, American Gas Asso- 
ciation. 


Paut V. McNutt 
Federal Security Administrator. 


WENDELL L, WILLKIE 
Republican nomince for 
President. 


Joun E. ZIMMERMAN 
President, United Gas Improve- 
ment Company. 


JULY 18, 1940 


“Communications, broadcasting particularly, has {ots 
of legal glamour, and unquestionably presents alluring 
possibilities for government lawyers.” 


¥ 


“The present adventure in tinkering with a $12,000,009. 
000 industry means that for the next few years there js 
bound to be stagnation if not deflation while the whole 
power industry is plunged into chaos, thus interfering 
with expansion and reémployment . . .” 


¥ 


“The SEC has a gigantic task, made more difficult by 
the refusal of some public utility holding companies to 
cooperate. . . . The commission, in common with some 
other New Deal agencies, has never had a chance to 
show what it can do, because of. the obstructionists 
fighting it at every step.” 


¥ 


“The gas industry has been constantly moving forward, 
It has survived many business vicissitudes which have 
completely submerged other industries. It has survived 
keen and intelligent competition of electricity, oil, and 
coal. It has built itself into a wider range of activity 
and it has constantly kept up to date in the great plan 
of giving a modern service to the public.” 


a 


“Tt is not an indication of weakness to accomplish 
through government what individuals are incapable of 
accomplishing alone. It is not defeatism. It is evidence 
of strength and intelligence. And it is the kind of 
strength and intelligence that has made it possible to 
build a great nation out of a wilderness and to develop 
a national unity unequaled on the face of the earth.” 


¥ 


“T say to you that in the next four years we must 
have not only a change in the technique of government 
but a change in its spirit. We must have a government 
which regards itself as the servant of the people, not its 
master; a government without prejudice; a government 
under which we can move forward again as a united 
nation—men of confidence, men of hope, men of good 
will.” 


> 


“I... have serious doubts of the wisdom of fixing a 
rate of return which is the same for all companies re- 
gardless of the efficiency and progressive character of 
the management, because it eliminates the incentive to 
initiative and enterprise. I am quite certain that the 
best interests of the public would be served in the way 
of better service and lower rates if there were a reward 
for exceptional management.” 
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Our Standards— 
YOUR REQUIREMENTS 


THE ideal delivery equipment for you is the equipment 
that comes nearest your exact requirements. We know 
that. We build trucks for you, not for ourselves. 


But we reserve the privilege of satisfying our own 
standards of quality. Quality, in a Ford unit, means many 
things. Long-lasting, special alloy steel. Advanced engi- 
neering for better performance, tighter control of running 
costs. Sound body construction for load protection. 

Ask your dealer about a free “on-the-job” test with your 
own driver at the wheel. You'll be pleased when you see 
how little a Ford costs to own and operate. 


VISIT THE NEW FORD EXPOSITIONS AT THE TWO 
FAIRS ... NEW YORK AND SAN FRANCISCO, 1940 


FORD TRUCKS 


AND COMMERCIAL CARS 


FORD MOTOR COMPANY, BUILDERS OF 

FORD V-8 AND MERCURY CARS, FORD 

TRUCKS, COMMERCIAL CARS, STATION 
WAGONS AND TRANSIT BUSES 
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See the New INTERNATIONAL DIESE 
TracTracTors 


Here’s the biggest crawler-power news of 
the year—International’s FOUR NEW 
DIESEL TRACTRACTORS. We offer 
the big TD-18, the small TD-6, and the 
in-between sizes—TD-9 and TD-14... 
perfectly designed balanced power to 
operate balanced equipment at a profit. 


International Harvester has designed 
economy, performance, low upkeep, 
operator convenience, and long life in- 
to these powerful, versatile crawlers. 
Their handsome streamlined style shows 
what’s on the surface. Under their 


hoods are International full Diesel en- 
gines, long famous for their quick, easy 


starting, outstanding economy, y 
lugging ability. 

Every detail of TracTracTor desig 
is perfectly coordinated with the povg 
of the engine to turn out the most wo 
per day at the lowest cost. 


These New DIESEL TracTracTo 
have what it takes. Ask the nearby 
ternational industrial power dealer , 
Company branch all about them. 


INTERNATIONAL HARVESTER COMPANY 


(Incorporated) 


180 North Michigan Avenue Chicago, Illi 





INTERNATIONAL HARVESTER 
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> OMPANY 


hicago, Ill 


SCREWLESS 


INTERLOCKING 
REGISTER Cosstuaction 


UST three snap washers hold your reg- 


ister together. They never work loose. 
They never “freeze,” even after long 
years of service. Neither profanity nor 
chisels are needed to remove them... 


they just snap off. 


NEPTUNE METER COMPANY - 50 West 50th Street, NEW YORK CITY 
Bras tices in CHICA SAN FRANC PORTLANI RE. DENVER, DALLAS, KANSA TY 
VILLE, ATLANTA, BOSTON 


e 
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...and that’s good medici 
for any conductor” 



































“With conditions right, Mister, any wire’ll get the 
urge to start vibrating. No matter what it’s made of! Our Oe Sa 
business is to see that no harm comes to that line, ever.’ bie oe ae ~~ 
Vibration control is an important part of the engineering ee 2 JAE ~S 
recommendations offered by Alcoa engineers. The Stock- L fe ‘ ‘ 
bridge vibration damper has solved this problem so nicely : = ¢ = 
that, today, you'll find it at work on every kind of con- a0 > AY ue a 
ductor and overhead ground wire material. Providing ices Z = ; 
valuable protection at small cost. ge oe! yy Wy 
Build with A. C. S. R. conductors, following A. C. S. R. oop : 
standards, and you'll have the finest possible construction. 
Over 700,000 miles, on both high and low voltage lines, 
have proved the dependability of A. C. S. R. ALuminum 
Company oF America, 2134 Gulf Bldg., Pittsburgh, Pa. 


HN\oG of} elit 


Curminum Cable Stecl Reinforced 
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TaTIONED high atop the University 
of Pittsburgh’s skyscraper Cathe- 
al of Learning, the Westinghouse 
chronograph uncovers previously 
known characteristics of lightning. 
ny similar instruments have been in- 
lled on power company lines through- 
t the country so as to secure data 
bm different localities and aid in the 
velopment of protective devices for 
busmission and distribution systems 
all types. 

A recent Westinghouse development, 
the field of power system protection, 
the new porous block lightning ar- 
ter for station and distribution 
es. The Fulchronograph records 
oved this arrester to be capable of 


Of Wz 


Te i 

a con 
OUraged }, sees “nually e 
estingh Cus P 


* “Tchas, es 
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isting “hot” lightning — that is, lightning with a wave “tail” lasting several 
busand microseconds. A much-needed increase in protection was thus brought to 


ral power lines. 


STINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 


Tune in “Musical Americana,” N. B. C. Network, Coast-to-Coast, every Tuesday evening. 
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USE RelE cenreauzeo SERVICE 


Use R.& I.E. centralized Service for the 
whole job — complete substation design 
and equipment. There is a big advantage 
in putting the entire problem under one 


responsibility. 


In R. & I. E., the Public Utilities have 
found engineering ability to cope with 
every outdoor and indoor switching prob- 
lem. Here are complete design and manu- 


facturing facilities under one roof. 


From the layout to the lines, R. & I. E. 
offers the benefit of twenty-five years ex- 


perience. 


RAILWAY& INDUSTRIAL 


ENGINEERING CO. 
GREENSBURG, PA. 
Sales offices in principal cities 











DAVEY TREE TRIMMING SERVICE 


1846 1923 


JOHN DAVEY 


Founder of Tree Surgery 


Storm Damage? 


e@ Trim Now | 

@ To Eliminate Storm Hazards | 

@ To Control New Growth 

@ To Insure Fine Service 
Always use dependable Davey Service | 


DAVEY TREE EXPERT CO. KENT, OW10 | 


DAVEY TREE SERVICE 
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Wilson, Herring and Eutsler's 


REGULATION 
571 pages, $4.00 


N analysis of the nature, extent, and problem 

public utility regulation in the United Stat 
with emphasis upon the expanding role of the Fed 
Government in the regulation of public utilities, i 
activities in undertaking power projects and p 
moting rural electrification, and the issues invo 
in governmental ownerships. The well-rounded 
ment and critical viewpoint will be of aid to al 
are interested in evaluating the present status 
public utility regulation, its strengths, weaknesses, 
significance for privately-owned industry. 


Order from 


Public Utilities. Reports, Inc. 


Munsey Bldg. Washington, D.& 
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Ditto D-44 


bme utility men take nearly as long to produce copies 
heir reports as it took to gather that data. Others have 
overed Ditto. When you also know the new Ditto D-44, 
ll find that it is useful to everybody, every day, every 
, On practically every routine operation. 

lithout type, stencil or ink it makes 300 and more 
ht copies of anything written, typed or drawn... 
schedules; operating and progress reports; specifica- 
Ss; engineering drawings; service, factory and work 
rs; forms, and the like... 70 copies a minute, in one 
bur colors at once, 6c for the first 100, 3c thereafter. 
Binals can be used repetitively—excellent for cumu- 
reports. 


ake your department more effective—get the whole 
y of Ditto’s public utility performance on gelatin or 
id duplicators. Use coupon for free idea-booklet, 
pies, Their Place in Business.” No obligation! 
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DITTO, INC. 
2212 W. Harrison St., Chicago, Ill. 
Gentlemen: 


Send me copy of your book, “Copies, Their Plac 
Business.” No obligation. : 
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Look up in this new book: 


@ factors influencing adequacy of rates 
methods for determining rate base 
how to provide for depreciation 
and expenses 

income to which utility is entitled 
value of service 

trend in prices 

public policy 

necessity for surplus 

test period for determining rates 
regulation 

electric rates 

gas rates 

water rates 

telephone rates 

street railway rates 

service by the particular utilities 


See these 28 chapters: 
Section | Valuation 


The Rate Base 
Ascertainment of the Rate Base 
Auxiliary Expense Items 
Special Tangible Items 
Intangible Items of Value 

Section Il Depreciation 
Nature and Kinds of Depreciation 
Necessity of Providing for Depreciation 
Depreciation Fund or Retirement Re- 

serve 

Accumulation of the Reserve 
Treatment of Accrued Depreciation 


Section Ill Expenses 
General Consideration Regarding 
Expenses 
Operating Expenses 
Section IV Return 
Gross Revenue 
Factors Affecting Reasonableness of 
Return 
Reasonableness of Return as a Whole 
Section V Discrimination 
Discrimination in Rates 
Discrimination in Service 
Section VI Rates 
Regulation of Rates 
—" Underlying Rate Determina- 
ion 
Electric Rates 
Rates for Other Utilities 
Section VII Service 
General Rules for Service 
Extensions of Service 
Abandonment of Service 
Ownership of Equipment 
Service by Particular Utilities 


Let this new book help you solve 


present-day problems of 


DETERMINING FAIR AND 
PROFITABLE UTILITY RATES 





Here is a timely, important book which compre. 
hensively covers the field of public utility rate de- 
termination, service and discrimination, treating the 
subject from the viewpoint of the engineer and man- 
ager rather than from that of the lawyer or economist. 


Elements of 


UTILITY RATE DETERMINATIO 
By John M. Bryant 


Professor of Electrical Engineering, Univ. of Minnesota 


and Raymond R. Herrmann 
Rate Engineer, Northern State Power Co. 


464 pages, 6x9, $4.50 


F ILLED with usable, factual information, this book tho 
oughly discusses the factors, methods and problems in 
volved in evaluating public utility property and service for th 
purpose of rate-making. In it the authors give the reasons fo 
regulation of utility rates, describe the methods used to ac 
complish such regulation, and outline the practical limitatio 
involved. 

In clear, practical terms, it brings you the essentials of valu 
ation, depreciation, expense, return, etc., as factors in th 
establishment of proper rates for the various utility service 


ine on 





merous citations from 
background and ke 
cases decided by com 
missions and_ courts 
and in no instance is an 
material offered which 
has not been actuall 
tried and found work 
able. 


TY RATE 
INATION 
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PUBLIC UTILITIES 
MUNSEY BLDG., 


REPORTS, INC. 
WASHINGTON, D. C. 
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* So simple, quick and 
MN A convenient.in operation 
as literally to out-mode 
all other typewriters... 
Only Royal has it! 





BY EVERY COMPARISON, 
the New Easy-Writing Royal is 
the most modern of typewriters. 
It includes every worth-while 
improvement to make typing 
easier, faster and more accurate. 
The operator finds that it helps 


THE OLD, HARD WAY her to produce more with less 


is a burden to the typist. effort. The executive notes a 
It requires awkward, an- MAGIC MARGIN, the 


noying operations ‘whee- sharp reduction in typing and typist merely touches - 
ever she “sets a margin.” maintenance costs. Give Royal tiny lever, positions the 
It is a time- and effort- carriage and — presto — 
consumer — hard on the margin is set the 
finger-tips and eyes. office . . . Compare the Work! quick, automatic way! 


aN 


. . . AND NOW, WITH 


THE DESK TEST. In your own 


*Trade-mark Reg. U. 8. Pat. Of. 
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MAP 


of the 


PUBLIC POWER PROGRAM 


ee eo 


‘Federal Financing and Location 


Public Power Projects; 1933-1939” 


—the most comprehensive, visual 
presentation ever made of the pub- 
lic power program. The map shows 
accurately the cost and location of 
all federal, district, state and mu- 
nicipal power projects. 


The extensive operations of the 
R.E.A. on a national scale are por- 
trayed for the first time. Few real- 
ize the growth, cost, and signifi- 
cance of this important develop- 
ment. 


A simple color scheme and dis- 
tinctive symbols, designating the 
different types of projects, facili- 
tate use of the new map. More than 
350 geographic localities in which 
federal funds have been expended 
are clearly indicated. 


Invaluable to all those interested 
in the public power program. Suit- 
able for framing and wall use (size 
29 in. x 42 in.). 


Informative . Complete . Concise . Up-to-date 


Price: $2.00 a copy 


Shipped unfolded in special mailing tube, post- 
age prepaid in the United States and Canada. 


P. U. R. Executive Information Service 


1040 Munsey Bldg. 


Washington, D. C. 











The economical 











thickness of insula- 
tion is that for which 








the combined yearly 
cost of insulation 








and heat loss is at a 
minimum. 
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Thickness of Insulation 











Make sure all your equipment is insulated with the 


correct materials in the one correct thickness that combines 








maximum operating efficiency with minimum heat waste 


ETHER OR NOT your insula- 
tion is a paying investment 
depends entirely on the mate- 

rials used and the amount applied. Too 
much insulation will never pay an 
adequate return ... too little results 
in heat losses that build up excessive 
fuel bills. Proper insulation, properly 
applied, will avoid both these costly 
mistakes. And that’s where the J-M 
Insulation-Engineering Service can 
help you. 


Let a J-M Engineer go through your 
plant and make a thorough study of 
your requirements. He’ll give you the 
benefits of Johns-Manville’s 81 years’ 


research and practical experience with 
insulation problems. He can tell you 
exactly how much insulation you can 
profitably use... and his recommen- 
dations will point the way to worth- 
while reductions in your fuel costs. 
This helpful service has saved thou- 
sands of dollars for many individual 
steam plants. There’s a good chance a 
J-M Engineer can do the same for you. 
For full details on the J-M Insulation- 
Engineering Service and information 
on the complete line of J-M Insula- 
tions, just write Johns-Manville, 22 
East 40th Street, New York, N. Y. 


i Johns-Manville INDUSTRIAL INSULATIONS 


FOR EVERY TEMPERATURE... FOR EVERY SERVICE CONDITION 
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MAKE THESE DOOR SAVINGS * 
in your plant! 


s 


SAVE SPACE! Kinnear Rolling Doors waste no usable floor, wall or ceiling 
space. They open out of the way, into a compact coil above the doorway. Mate- 


tials. stored within a few inches of either side do not obstruct their operation. 


SAVE TIME! Kinnear Rolling Doors operate rapidly, clearing the entire opening. 
Kinnear Motor Control permits workmen to close and open doors from any number 
of convenient points. Snow, ice and swollen ground can't obstruct the doors. 
SAVE UPKEEP COSTS! Kinnear's rugged all-steel construction and smooth, 
accurately counterbalanced, ball bearing operation assure long, economical serv- 
ice Interlocking-slat design results in flexibility that absorbs sharp blows, resists 
damage.: Slats can be individually replaced. Doors are weatherproof, fire-resistant. 
Built in any size, for old or new buildings. 


White today jor catalog. 


THE KINNEAR MANUFACTURING COMPANY 


2060-80 Fields Avenue Columbus, Ohio 
Factories: Columbus, Ohio and San Francisco, California 


Offices and Agents in principal cit 


%1éS 
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P. U. R. QUESTION 
SHEETS 


AN EDUCATIONAL OPPORTU- 


NITY for public utility men. A - 


fortnightly quiz of ten questions 
and answers on practical financial 
and operating questions discussed 
and decided by the State and 
Federal Commissions and Courts 
in their investigations of public 
utility companies. 


Ten questions and answers every 
two weeks—annual subscription 
$10.00. 


Send your order to— 


PUBLIC UTILITIES 
REPORTS, INC. 
1038 Munsey Bldg., Washington, D. C. 








ASPLUNDH 


ACO) NTO) 8 LINE CLEARING 


Line Clearance by craftsmen 
who understand the simple 
philosophy of tree trimming 


which underlies the technique. 


ASPLUNDH TREE EXPERT COMPANY 
Home Office JENKINTOWN, PA. Ogontz 3750 


Chicago, Ill. Randolph 7773 Columbus, Ohio Adams 5432 
Binghamton, N. Y. Binghamton 4-5314 Alexandria, Va. Alexandria 3587 


Write for our Illustrated Booklet 


LINE CLEARING 








SPRAGUE COMBINATION METER-REGULATOR 


LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 
Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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of 
Lo, ales 
ji od POWER 


LIGHTING 


APPLIANCES 
with 


CRESCENT © 


Four #14 Type R Code 


Smali Diameter Building Wires  ““zae”* 


As you well know, the changes in the new National Electrical Code 
open up great opportunities for the rewiring of existing “bottle-neck”’ 
branch circuits. 


For this rewiring, it will pay you to specify CRESCENT ENDURITE 
Rubber Insulated Type RHT and CRESCENT SYNTHOL Synthetic In- Six #14 Type RHT 
sulated Type SN SMALL DIAMETER BUILDING WIRES which are Small Diameter 


_unexcelled in quality, ease of installation and permanence. Wires a aad 








are ee® 


Two typical examples of the increase in capacity possible in existing 
14” conduit are shown in the two lower figures on the right. 


@@ 
607 


Four #14 and one 
#10 insulated neu 
tral Type RHT per 

mit 8100 Watts 


All types of Building Wire and all kinds of Special Cables to meet A.S.T.M., A.R.A., 
1.P.C.E.A., N.E.M.A., and all Railroad, Government and Utility Companies’ Specifications. 
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‘Dictograph Inte i t being used by Customer Contact Clerk in securing credit veri- 

fication from History pone of oud Speaking Equipment allows both hands of History Clerk free for 
handling necessary records while relaying information. 





IMPROVE YOUR 
CUSTOMER CONTACTS 


How rapidly can your Contact Clerks take 
care of service applications .. . bill ques- 
tions . . . complaints? 

How satisfactorily to your customer? ... Do 
your transactions pass the "peak load test"? 


Unless your Company has a perfect score on these questions you will 
want to know more about the Dictograph Customer Contact System. 


Specially designed Dictograph Intercommunicating Equipment for Con- 
tact Clerks provides instant entree to Credit, Meter Records, Service 
and Unit book information. Green and red signals bring back Credit 
approval or rejection,—swiftly . .. silently! Loud speaking Dicto- 
graphs for Credit and Service Clerks permit use of both hands for 
record references, enabling personnel to check records speedily and 
accurately during peak periods. 


Existing record facilities can be linked up to centralized Customer Con- 
tact Clerks by means of Dictograph. Applications, Duplicate Bills, 
Comparative Readings, High Bill Complaints, Discounts, etc., can 
be efficiently and speedily handled. 


May we have our Special Utility Representative call to discuss your 
problem with you .... no obligation. 


DICTOGRAPH SALES CORPORATION 
580 Fifth Avenue, New York 
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His SPEECH at the club lunch- 
eon is going to be about adver- 
tising, and I know just what he’s 
going to say. I’ve read his book. 


“He’s against advertising . . . says it 
adds to the cost of living . . . that it 
misleads and deceives the public. 

“Tommyrot! Dad’s first car cost 
more than two thousand dollars. Ours 
cost less than half that much and it’s 
a better car. : 

“Our first package of corn flakes was 
fifteen cents. Now we get two bigger 
packages for fifteen cents and they 
reach us fresher and crisper. 

“Mother wore silk stockings only 
on Sundays because they cost so much. 
I wear them every day! 

“I think the lecturer is all wet. Tell 
him I wouldn’t enjoy his speech. The 
only ad I ever read that sold me a poor 
bill of goods was the one about his 
book.” 

zxakKakKKk 


Venomous books and speeches, in 
which radical agitators attack adver- 


“Sorry. Im not 
going -Iil be 
shopping instead |’ 


tisers, have been much in fashion these 
last few years. But the novelty is wear- 
ing off and interest wanes as one after 
another of the attackers figures prom- 
inently in the findings of the Dies Com- 
mittee. 

Advertising is not a sinister some- 
thing to suspect. It is just a part of 
selling, a proved method of increasing 
business activity—a condition we've 
all been praying for since 1930. 

It has introduced new luxuries and 
improved necessities in towns and vil- 
lages at the same moment as in the 
great metropolitan centers. 

It has played a leading part in lifting 
home drudgery from the backs of 
women, putting the nation on wheels, 
improving our diet, hygiene and ap- 
pearance. By stimulating mass pro- 
duction it has brought down the cost 
of the things we buy. It has helped 
keep our factories busy, our people at 
work. 

Let’s cheer advertising on. Help it to 
give business a lift. What helps adver- 
tising helps you. 


This message is published by 


NATION’S BUSINESS 


It is the 43rd of a series contributed to a 
better understanding of free enterprise. | 
you believe that advertising is a good thing 
and should be encouraged, why not say so 
plainly when you hear it slandered? 
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PILEY STEAM GENERATING UNIT 





Installed in the plant of 


A Large Texas Utility 
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250,000 Pounds of Steam per hour. 975 lbs. Steam 
Pressure. 910° F. Steam Temperature. 


Riley Boiler, Superheater, Steam Temperature Control, 
Economizer, Air Heater, Water Walls, Steel Clad 
Insulated Setting. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 


BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
8T. LOUIS CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 


COMPLETE STEAM GENERATING UNITS 


BOILERS - at age HS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
PULVERIZERS NERS - MECHANIOAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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What questions are 
bothering you about the 
Wage-Hour Law? 


Aré any of your employees 
exempt from minimum wage 
requirements? From the 
42-hour week? 

What can be done to avoid 
paying overtime? How 
about time off in the dull 
season? 

Must “waiting time” be count- 
ed as working time? 

What must you do to comply 
with the law if you take a 
contract or subcontract on 
government business? 

The official answers to these 
and 243 other questions about 
what the Government has toa 
say about your employment 
policies can save you a lot of 
money and a lot of worry in 
the months ahead. 


Wage and Hour 
Manual 


1940 EDITION 


This book brings you the official answers of the 
Wage and Hour Division to 249 questions asked by 
employers or employees. You will have the full 
text of the Act, the regulations and interpretative 
and explanatory bulletins. You will know how 
the law has been applied to hundreds of situations 
and how the courts are enforcing the law. It 
will tell you what others are doing to protect 
themselves from the penalties and violations. 

In 23 helpful sections it tells how the Wage- 
Hour Law operates, how to handle overtime, who 
is subject to the law, which employees are ex- 
empt, what records must be kept. It covers not 
only the Wage and Hour Act, but the Public Con- 
tracts Act, the Eight-Hour Law, and Anti-Kick- 
Back Acts for public contract work, and the de- 
velopments under state wage-hour laws. 

Don’t wait until the inspector asks to examine 
ip records, to investigate this book. Send for 

copy today and protect yourself. Just one 
helpful hint From this book will more than repay 
its cost to you. 


Examine it for ten days—send the coupon 
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Bureau of National Affairs, Inc. 
2201 M Street, N. W., Washington, D. C. 


Send me the 1940 edition of Wage and Hour 
Manual for ten days’ examination on approval. 
In ten days I will send $5 plus a few cents postage, 
or return the book postpaid. (Postage paid on 
orders accompanied by remittance.) 


Address 

City and State 

Position 
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BUT WE'VE \ 
GOT RESEARCH 


... SO what can 
E.T.L. do 
for us? 


@ E. T. L research and testing 
can be a valuable aid to utility 
research departments. It does 
not replace them. 


By taking advantage of E. T, 
L.’s extensive testing facili- 
ties, you can avoid heavy in- 
vestment in special equip- 
ment. You pay only for the 
service you use—do not have 
funds tied up in expensive, 
seldom used apparatus. 


Over forty years experience in 
testing has specially qualified 
us to handle competently most 
testing or research problems 
that may arise. 


- - - and on new developments E. T. L. 
cooperates with the utility in providing 
an authoritative, independent check on 
new developments—new processes. 





We work with you to help you deter- 
mine actual service conditions—then 
test against them. 


ELECTRICAL 
TESTING 
LABORATORIES 


East End Avenue and 793th Street 
New York, N. Y. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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Sangamo Meters 
in “a and cee?” 
Mountings 


Sangamo modern me- 
ters, whether singlephase 
watthour meters—com- 
bination singlephase watthour meters and time- 
switches, with either single or two-rate regis- 
ters—or two-element watthour meters—all are 
designed for modern "A" and "S" mountings. 


odern Meters tor Modern Loads! 


SANGAMO ELECTRIC COMPANY 


SPRINGFIELD, ILLINOIS 


C TURBINES 
VALVES 

CAL RACK RAKES 

OISTS 

TOCKS, ETC. 
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Bolting the Spiral Casing before Riveting 


IES NEWPORT NEWS SHIPBUILDING AND DRY DOCK COMPANY 
reel Hydraulic Turbine Division 


NEWPORT NEWS, VA. 
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SCHUYIKIl 


MAD RIVER 


Ye ar in and year out, smoothly and efficiently, these strainers do their job. 
Many plants have been using Elliott Strainers for years, as in the 
Schuylkill Station of The Philadelphia Electric Company, and Ohio Edison Con- 
pany’s Mad River Station. These strainers have been in service 16 or 17 years. 
The phantom view of the Elliott Twin Strainer, (below) shows how one basket 
is lifted out for cleaning while the other takes over the job. Cleaning is simple 
— continuous operation assured. 
Single strainers are used for intermittent service. The Mad River Station has 
an Elliott 6-in. Single Strainer in the ash 
sluicing water line which is used three or 
four times a day, thus leaving plenty of time 
for occasional cleaning. 
But no matter what Elliott Strainer you 
may select, Twin, Twin Oil, Single, or Self- 
Cleaning, you can be sure that you are go- 
ing to have a trouble-preventing, depend- 
able piece of equipment. 
Bring your straining problems to 


Elliott engineers. Instructive bulletins 
on all types of straining are yours on 


oO request. Why not write today? 
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wes; 3 aoe of Broadcasters will hold convention, San Francisco, Cal., 
ug 





1 Apralachion Gas Measurement Short Course will be held, University of 
Va., Morgantown, W. Va., Aug. 19-21, 1940. 





13%, eee League of Utah wili convene for session, Logan City, Utah, Aug. 





{ International Association of Electrical Inspectors, Southwestern Section, will hold 
annual meeting, Santa Barbara, Cal., Aug. 26-30, 0. 





¥ American Institute of Electrical Engineers will hold Pacific Coast convention, Los 
Angeles, Cal., Aug. 27-30, 1940. 








ia” Electric Association will hold meeting, Bedford Springs, Pa., Sept. 








{ American Society of Civil Engineers opens convention, Denver, Colo., 1940. 
{ Michigan Independent Telephone Association starts meeting, Lansing, ’Mich., 1940. 





q League 4 South Dakota Municipalities will hold meeting, Pierre, S. D., Sept. 
1940. 


» Ys 





§ Rocky Mountain Electric League will hold annual convention, Albuquerque, N. M., 
Sept. 9-11, 1940. 





q Illuminating Engineering Society will convene for meeting, Spring Lake, 
N. J., Sept. 9-12, 1940. 





Tee 16 Coast Gas Association will hold annual convention, Coronado, Cal., Sept. 
18-20 





4 Indiana Electric Association will convene for session, French Lick Springs, Ind., 
Sept. 25-27, 1940. 





4 American Transit Association will hold annual convention, White Sulphur Springs, 
W. Va., Sept. 21-26, 1940. 














{ Empire State o. ‘at Electric Association will hold annual convention, Rye, N. Y., 
Sept. 26, 27, 








From an etching by Otto Kuhler Courtesy, Kennedy & Co., New York 
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National Defense and Our 
Transportation Policy 


With nearly a third of the entire railroad mileage in 
the country still being operated under receivership, 
the burdens and responsibilities imposed upon our 
transportation system during this critical period of 
rearmament pose a disturbing problem. What is 
necessary to insure an effective transportation policy? 


By HAROLD D. KOONTZ 


ERHAPS at no time in the history 

of the United States has there 

been a greater need for a wise and 
uniform national transportation policy. 
The threat to democratic principles by 
recent events in Europe necessitates a 
reexamination of regulatory and pro- 
motional legislation affecting our eco- 
nomic system. Defense of American 
democracy is not only a matter of ade- 
quate naval and military facilities, but 
also a question of efficiency in the oper- 
ation of our economic machine. As has 
been proved so often, no industry is 
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more important to national defense and 
to the efficiency of other business than 
transportation. It is of the greatest 
public interest to determine whether 
the governmental program in the trans- 
port field contributes to that efficiency 
and whether proposals for reform are 
aimed in that direction. Moreover, if 
an emergency defense plan is believed 
to be necessary, the transportation situ- 
ation should not be overlooked. 

With exceptions here and there, the 
economic situation of the transporta- 
tion industry has been critical since 
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1930. Unlike many other industries, 
transportation has not regained its fi- 
nancial health. This is, of course, par- 
ticularly true of the railroads. Water 
carriers have been in an even more pre- 
carious position. The war in Europe 
has disorganized foreign commerce, 
and competition among carriers has im- 
poverished internal water carrier busi- 
ness. Typical of much of the water 
carrier business is the report of the 
United States Maritime Commission 
that shipping lines owned by the gov- 
ernment and chartered to private 
managers failed to earn operating ex- 
penses in 1939. 


_— carriers of freight have also 
had difficulty in operating profit- 
ably, the Interstate Commerce Com- 
mission reporting recently that large 
carriers of property spent 94 per cent 
of their revenues in 1938 on operating 
expenses alone. Despite an improve- 
ment in traffic in 1939 and early 1940, 
the finances of motor carriers are far 
from encouraging. Air lines likewise 
have had rather discouraging earnings. 
Only two of the major air lines had net 
income in 1939 which can be regarded 
as at all satisfactory ; and 1939 was the 
most profitable year in the history of 
commercial aviation. The only notable 
exception to the economic deficiencies 
in the transportation industry are the 
pipe lines. Low operating costs and fa- 
vorable business connections have 
made these carriers very prosperous. 
While all agencies of transportation 
are important to the efficient working 
of the economic system, the railroads 
are at the foundation of national and 
international commerce and the prose- 
cution of national defense, whether in 
time of peace or war. The vital im- 
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portance of the railroad system is ob. 
vious when one considers that nearly 
65 per cent of the total revenue toy 
miles of freight traffic in the Unite 
States is carried by rail, and that mass 
movements of troops, armament, and 
supplies in time of war are largely de. 
pendent upon railroads. The experi. 
ence of belligerents in the war in Ey. 
rope amply demonstrates how control 
over railroads contributes to or im. 
pedes defense. 

For purposes of orderly peace-time 
commerce and successful defense, the 
railroad system of a country must be 
prepared to give the service expected of 
it. This, in turn, means that the rail- 
road system must be in a healthy finan- 
cial position so that new capital will 
readily flow into it; that road and 
equipment must be in first-class oper- 
ating condition and capable of ready 
expansion of facilities to meet needs; 
and that the individual parts of the sys- 
tem must be so organized that coordi- 
nated effort may be easily forthcoming. 
Let us see how American railroads 
measure up to these standards. 


M” than 31 per cent of the rail- 
road mileage of the country is 
still operated by companies in the hands 
of trustees or receivers. In spite of im- 
proved business in 1939, railroad reve- 
nues were still 25 per cent below 1930; 
income available for fixed charges and 
dividends was 32 per cent below 1930; 
and income after fixed charges was 72 
per cent less. Earnings upon invest- 
ment in property used for transporte 
tion service were only 2.26 per cent in 
1939, as compared to 3.28 per cent in 
1930. 

The inadequacy of railroad eart- 
ings is made more dramatic by not- 
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NATIONAL DEFENSE AND OUR TRANSPORTATION POLICY 


ing in the past nine years that the rate 
of return on investment has averaged 
less than 2 per cent. Even if the rate of 
return on rate-making value were con- 
sidered, the average would not be more 
than 23 per cent. Many railroads have 
not been able to meet fixed charges and 
only a few more fortunate carriers 
have paid any dividends on stock. Such 
a financial position is hardly conducive 
to a free flow of private capital into 
the industry. 

Although the railroads are apparent- 
ly handling present traffic with effi- 
ciency and dispatch, there is reasonable 
doubt that they would be able to meet 
all the demands of mass transportation 
necessary for defense. Maintenance ex- 
penditures in 1939 were slightly more 
than two-thirds those of 1930, and the 
average since 1930 has been approxi- 
mately the same. Capital expenditures 
in 1939 were less than one-third those 
made in 1930 which was about equal 
to the average for the past nine years. 
The railroads have apparently been 
forced to follow the policy of awaiting 
a revival of traffic before making 
maintenance and capital expenditures, 
since the amount so charged has varied 
roughly with gross revenues. 


e 


HE adequacy of equipment for de- 
fense demands is open to question. 
Approximately 68 per cent of all loco- 
motives in service are over twenty years 
old. In the month of peak traffic in 
1939, the surplus of freight cars de- 
clined to 64,000 as compared to the 
minimum surplus of 107,000 in 1929. 
At the peak of 1939 business, the re- 
serve of freight locomotive capacity 
fell to 10 per cent of total capacity, a 
reserve which is too low to meet possi- 
ble defense needs. Recognizing that 
the railroads are using equipment more 
efficiently than they did ten years ago, 
the fact remains that installations have 
lagged far behind retirements for many 
years. The data in this connection for 
the years 1932-1938 may be enlighten- 
ing and are shown in the table below. 
The possible shortage of equipment 
in case heavy demands are made on the 
railroads is alleviated somewhat by the 
existence of unserviceable cars and 
locomotives many of which could be 
put into service in a relatively short 
time. At the end of 1938, for example, 
there were 42,442 locomotives held by 
railroads of which 7,881 were in an un- 
serviceable condition. At the same 
time, there were 1,682,000 freight cars 


RAILWAY EQUIPMENT INSTALLED AND RETIRED 


Class I Steam Railways (excluding 
switching and terminal companies) 


Locomotives 
Installed Retired 


ew 
Year Total Units Total 
1932 477 90 2,316 
1933 268 14 2,681 
1934 312 2,912 
1935 424 2,150 
1936 1,054 1,798 
1937 877 1,321 
1938 395 1,237 


Total 
8,545 


Freight Train Cars 
Installed 

New 
Units 


2, 
1 


37 
69 
15 


Passenger Train Cars 
Installed Retired 
New 
Total Units Total 
579 58 1,928 
607 7 3,443 
703 270 3,368 
730 225 3,049 
1123 «4159 © 1,631 
1,074 576 1,413 
642 275 1,592 


Retired 


Total 
69,394 
117,268 


815 
,936 


994 
,118 
,213 


Source: U. S. Department of Commerce, Survey of Current Business, December, 


1939, pp. 14, 15. 
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and 232,000 of these were classed as 
unserviceable. Some of this equipment 
is hardly worth salvaging, but a large 
part could be pressed into service if 
major repairs were effected. 


Rr the point of view of codrdi- 
nated organization, the American 
railroads offer serious question. Gov- 
ernment insistence upon competition in 
the railroad field despite the grand con- 
solidation scheme envisaged by the 
Transportation Act of 1920, the finan- 
cial and other difficulties in bringing 
about consolidation or systematic co- 
Ordination, and the individual jeal- 
ousies and rivalries of railroad man- 
agements have brought about a trans- 
portation system made up of numerous 
independent companies. These hun- 
dreds of companies have done well in 
working out interchange of traffic and 


through routing, but genuine codrdi- 
nation of facilities is the exception 
rather than the rule in the railroad field. 
The most efficient utilization of road 
and equipment, whether for defense 
needs or for normal peace-time com- 
merce, necessitates far more pooling of 


facilities than now exists. It does not 
seem to matter much how this pooling 
is accomplished. Consolidation, lease, 
or coordination through formal agree- 
ments between carriers would serve the 
purpose. One thing does seem clear. 
So long as competition between many 
independent railroads is encouraged or 
allowed, the railroads cannot be ex- 
pected to yield the most efficient and 
expeditious service. 

The lack of united organization in 
the railroad field is supplemented by a 
similar situation in other fields of 
transportation. And extremely little 
cooperation exists now between rail- 
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roads and other carriers. As private 
ownership is now set up in the trans. 
port industry, shipments cannot always 
be sent by the most economical and the 
fastest means. Interests of individual 
carrying companies in making their 
greatest profits, the natural insistence 
that the property rights of each owner 
be protected and promoted, and the fact 
that carriers seldom monopolize a trade 
route, lead to savage rivalry between 
the many constituents of the transpor- 
tation industry. Society can scarcely af- 
ford the luxury of so much competition 
in times of peace, let alone in times 
when efforts are being made to bolster 
national defense. 


HAT lies behind the status in 

which transportation finds itself? 
It is not easy to answer this question 
in a comprehensive fashion. But cer- 
tain contributing causes can be pointed 
out. The depression following upon 
1929 has had its effect, but the trans- 
portation industry and the railroads in 
particular have not responded to re- 
covery nearly to the extent that other 
businesses have. The growth of compe- 
tition between carriers accounts as 
much as any one thing for the present 
impoverished situation. The private 
automobile and truck, the commercial 
motor vehicles, the water carriers, the 
pipe lines, and the air carriers have been 
giving the railroads and each other in- 
creasingly vigorous competition. This 
competition has not only taken traffic 
from the rails, but it has forced the 
railroads to lower rates on some of 
their more lucrative business in order 
to stem the tide of traffic diversions to 
other agencies. As competition from 
other forms has increased in vigor, 
competition among railroads them- 
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cé HE vital importance of the railroad system is obvious when one 

considers that nearly 65 per cent of the total revenue ton miles 
of freight traffic in the United States is carried by rail, and that mass 
movements of troops, armament, and supplies in time of war are largely 
dependent upon railroads. The experience of belligerents in the war in 
Europe amply demonstrates how control over railroads contributes to 





pasion or impedes defense.” 
1estion 
ut cer- selves has often tended to become and not charging their full cost in taxes 
ointed sharper. or tolls.? 
- upon 
trans- he reason for this competition HILE the existence of an over- 
yads in and for the tendency of rates to supply of transportation facilities 
to re- be whittled below profitable levels is ™ay seem to be inconsistent with the 
- other the existence of numerous independent concern expressed in this article over 
ompe- companies. the adequacy of the national trans- 
its as There has been an oversupply of portation system, the apparent anomaly 
resent transport facilities in certain areas is not difficult to resolve. In the first 
rivate and wasteful duplication of services. Place, surplus transportation facilities 
nercial Many transport companies operate at are not always placed where the need 
rs, the far less than capacity. Many water- for transportation is the greatest, par- 
e been ways and occasional highways are built ticularly for defense. In the second 
ler in- without investigating whether these place, there may still be use of the high- 
_ This ways are socially desirable in the light ways, railways, and waterways at far 
traffic of their costs. The overbuilding of 1In a report recently published by the for- 
ed the transportation facilities has been a fea- mer codrdinator of Transportation, [CC Com- 
me of JM ture of railroad, as well as waterway missioner, Eastman, the Cove sill share aly 
order and highway, development. But in re- though perhaps certain large trucks do not. 
ons to cent decades the government has heav- Because the cost allocations in this study may 
be rather favorable to the users, the conclu- 


from ily subsidized the water carriage busi- sions may be open to some question. No ques- 


vigor, ness and to a lesser degree the motor tion exists, however, but that large subsidies 
are enjoyed by water carriers. See Public 


them- carrier business by furnishing ways Aids to Transporation, Vol. I, pp. 20-30. 
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less than capacity ; and with the severe 
competition such a situation engenders, 
individual carriers may not be in a good 
enough financial condition to expand 
services on these ways when that serv- 
ice is demanded. Moreover, a lack of 
sensible planning in the expansion of 
transportation facilities, both by pri- 
vate management and government, 
may so interfere with orderly conduct 
of transportation that costs, rates, and 
traffic of each mode of carriage will not 
reflect relative economic advantages. 
Another cause of the difficult rail- 
road situation is the labor problem. 
Wages on the railroads have not been 
allowed to fall with the economic worth 
of railroad labor service. Operating 
rules are obsolete and restrictive, so 
that most of the gains of improvements 
in operating efficiency are thwarted by 
these rules or absorbed by higher wages 


to train service employees. The high 
and inflexible nature of railroad wage 
costs has been aided by legislation or 
threats of legislation. State full-crew 
laws or train-limit laws are actually 
generally make-work laws, rather than 


safety laws. Railroad workers are 
given old-age insurance which is more 
favorable and more costly than the in- 
surance provided under the Social Se- 
curity Act for other workers. 

Under the threat of having legisla- 
tion passed which would forbid rail- 
roads to consolidate or coordinate if 
labor would be displaced as a result, the 
railroad managements have entered a 
“voluntary” agreement whereby a rail- 
road worker who loses his job as the 
result of a combination is given a dis- 
missal allowance equal to 60 per cent of 
his pay for periods ranging from six 
months to five years. Moreover, the 
Interstate Commerce Commission has 
JULY 18, 1940 


held the railroads to be responsible for 
taking care of workers displaced by 
combination, and has been upheld by 
the United States Supreme Court in 
doing so. While this sort of thing may 
be a good social policy, it is doubtfy| 
whether the full cost should be saddled 
on the individual privately owned con- 


pany. 


| igtesaren costs of fuel and supplies 
have hindered the railroads. With 
the existence of war in Europe and the 
monetary and fiscal policies of the goy- 
ernment at home, these costs may be 
expected to rise. Taxes have also in- 
creased. For an industry as depressed 
as the railroad industry, the steady rise 
of state taxes makes one wonder 
whether the states have realized that 
taxation should follow ability to pay, 
and property taxes should reflect the 
downward trend in value of railroad 
property. 

Admittedly, the financial structure 
of most railroads has shown signs of 
poor managerial policy. Railroad debts 
have been too large a portion of the 
financial plan, with an average of more 
than 56 per cent debt to total stocks 
and bonds. The railroad debt policy 
has been shortsighted. Many railroads 
could have replaced a good part of this 
debt by selling common stock in the 
nineteen twenties, but managements in- 
terested in maintaining control were 
not disposed to do so. On the other 
hand, if the railroads had been allowed 
to earn higher rates some years ago 
when these rates could have been col- 
lected, perhaps some of this debt could 
have been retired, or new road and 
equipment might have been purchased 
by not resorting to the sale of bonds. 
To be sure, some of these bonds in in- 
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dividual railroads are leftovers of the 
period of high finance of the late twen- 
ties and earlier. There are some in- 
stances where no excuse can be given 
for railroad practices. But there are 
other cases where losses occurred be- 
cause railroads bought stock control in 
weaker roads; and roads were encour- 
aged to do so as a prelude to consolida- 
tion under the plan following the act 
of 1920. 


HW iaes government has some re- 
sponsibility for the present plight 
of the transportation industry. Rates 
of railroads were kept down in years 
when they might have been collected. 
The Transportation Act of 1920 even 
contemplated a 6 per cent return on in- 
vestment as the maximum allowable, 
and this meant that many railroads 
would not earn so much. The govern- 


| ment has regulated the railroads as 


though they were monopolies, placing 
them under strict requirements as to 
rates and service. At the same time the 
government has insisted upon competi- 
tion between railroads and between 
railroads and other carriers. 

Although legislation to encourage 
consolidation, codrdination, and pool- 
ing has been passed during the last 
twenty years, every one of these laws 
required that competition be preserved. 
The government has been inconsistent 
in other respects. It has placed all rail- 


road regulation except the regulation 
of railroad labor under the Inter- 
state Commerce Commission. Thus, 
one of the most important of the prob- 
lems with which railroads have to deal 
is outside the commission. It has regu- 
lated the railroads quite thoroughly, but 
left the interstate motor carriers un- 
regulated until 1935. Even now, these 
regulations extend mainly to the com- 
mon motor carrier, somewhat to the 
contract motor carrier, but practically 
not at all to the private carrier of 
freight. The inland water carriers, ex- 
cept for the Great Lakes, are still free 
of any Federal government regulation, 
and other water carriers are regulated 
only to a slight extent, or rather per- 
functorily by government agencies in- 
terested in promotion of water com- 
merce. Further gaps in regulation oc- 
cur in the almost complete lack of con- 
trol over the supply of highways and 
waterways. No government agency has 
the power to approve expenditures 
in these ways as being necessary and in 
the public interest. 


i Ber criticisms of government 
policy can be summed up in terms 
of inconsistency and lack of direction. 
We regulate as monopoly but we insist 
upon competition. We regulate rates 
and service carefully in a part of the 
transport field and leave them practi- 
cally unregulated elsewhere. We con- 
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try is still operated by companies in the hands of trustees or 


q “More than 31 per cent of the railroad mileage of the coun- 


receivers. In spite of improved business in 1939, railroad 
revenues were still 25 per cent below 1930, income available 
for fixed charges and dividends was 32 per cent below 1930, 
and income after fixed charges was 72 per cent less.” 
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trol new construction of railways and 
allow new construction in other places 
to be dictated by the political consider- 
ations which enter a highway or rivers 
and harbors bill. We look for ways to 
make the transportation system operate 
more efficiently, and yet we pass laws 
increasing railroad labor costs, hamper- 
ing efficiency, and appropriating funds 
to hinder, rather than help, transporta- 
tion. 

Although it is not to be inferred that 
the major part of government regula- 
tion and promotion has been a failure 
or contributed to the transportation 
muddle, there is room for improvement 
in the laws and appropriations respect- 
ing transportation. Now that the de- 
sire for adequate defense seems to be 
uppermost in the minds of the public, 
it may be possible to approach the 
transportation problem with the public 
interest predominant. Group interests 
and selfish desires might be expected 
to give way to the consideration of 
transportation as a social problem. If 
this attitude can prevail, both emer- 
gency needs and long-term needs of the 
transportation industry can be studied 
and helpful transportation legislation 
evolved. 


HE measures which are most 

needed to aid are rather generally 
recognized. Of an emergency nature, 
an increase in railroad equipment re- 
serves and a formulation of a plan for 
coordinated action of all principal car- 
riers seems to be required. For a longer 
term program the transportation prob- 
lem demands a comprehensive plan for 
equalizing regulation, a revamping of 
regulatory and other measures hamper- 
ing efficiency, an investigation into, and 
legislation to bring about, codrdination 
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of transportation facilities in line with 
efficient operation, a study and review 
of promotional expenditures by gov. 
ernment to accomplish the development 
of an economical system of transporta- 
tion, and legislation which will remove 
the inconsistencies in the present pro- 
gram of the government. 

As for the emergency program, the 
development of adequate equipment 
reserves cannot be left to the private 
initiative of the railroads. The lack of 
railroad prosperity makes it improbable 
that these reserves will be built up to 
the point necessary to provide for de- 
fense. Nor does it seem fair to force 
the railroads to carry the burden of 
costs involved in enlarging equipment 
reserves beyond normal peace-time 
commercial requirements. Proposals to 
make equipment loans to the railroads 
do not meet the problem. Most rail- 
roads can obtain those loans from pri- 
vate capital if the railroads are willing 
to undertake the financing costs. In- 
stead of loans, the government would 
be justified in making outright expend- 
itures from defense funds for the 
modernization of old equipment and 
the purchase of new equipment. 

Title to such equipment could be 
placed in the hands of a government 
agency which could hold and maintain 
the equipment until such time as the 
railroads might need it. The railroads 
could be given the opportunity to pur- 
chase the equipment or use it under 
lease. Thus, the burden of maintaining 
equipment reserves would be placed 
upon the government. 


I the turn of events proved that the 
equipment was needed, the cost 
would be borne by the railroads. Other- 
wise, the cost would be undertaken by 
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Responsibility for Plight of Railroads 


66 HE government has some re- 

sponsibility for the present 
plight of the transportation industry. 
Rates of railroads were kept down in 
years when they might have been col- 
lected. The Transportation Act of 
1920 even contemplated a 6 per cent 
return on investment as the maximum 
allowable, and this meant that many 
railroads would not earn so much. The 
government has regulated the rail- 
roads as though they were monop- 
olies, placing them under strict re- 
quirements as to rates and service.” 





the government as a part of its de- 
fense program. As compared to the 
billions being spent for military and 
naval equipment and personnel, the few 
hundred million necessary for build- 
ing up railroad equipment reserves 
would seem small. Moreover, prece- 
dent exists for such a step in the plan 
now in effect whereby the government 
underwrites some of the costs of ex- 
panding airplane production. 
Coérdinated organization is as im- 
portant to adequate transportation as 
complete physical equipment. Under 
the Interstate Commerce Act, the 
President may already direct the rail- 
roads to give priority to movements of 
troops and war materials in time of war 
or if war is threatened. In times of 
emergency, the Interstate Commerce 
Commission has authority to exercise 
almost dictatorial powers over the dis- 
tribution of car supply. In recent 
months, also, much publicity has been 
given to the National Industrial Mo- 
bilization Plan. Under this plan, as 
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worked out by the War Department, 
provision is made for virtual dictator- 
ship over all American industry by the 
President. 

Among other features of this plan, 
organization of the transportation in- 
dustry under a temporary civilian 
agency is provided. While these plans 
are worked out in fair detail, additional 
legislation might provide for the estab- 
lishment of an agency with power to 
investigate immediately needed codrdi- 
nations and policies necessary for co- 
6peration for national defense. This 
agency could set up the numerous 
agreements necessary for expedited 
service, the exact basis for making 
priorities in shipments, the compensa- 
tion for service, and the machinery for 
managing such a huge cooperative en- 
deavor. The plans for codrdinated 
organization should not stop with the 
railroads, but should embrace the water 
carriers, the pipe lines, and the motor 
carriers as auxiliary services to the 
railroads. 
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i ip the haste to provide an emergency 
program for national defense, a 
long-range program should not be over- 
looked. The longer-term program of 
dealing with the transportation prob- 
lem which the writer proposes has been 
subject to study in most of its aspects 
by Congress for several years. But in 
spite of the fact that general agreement 
has existed that a new program of 
transportation legislation has been 
needed, selfish interests in Congress 
have thwarted the adoption of such 
legislation. Although differences ex- 
ist as to the content of a new trans- 
portation bill, it seems to the writer 
that there are several major legislative 
changes which should be incorporated 
into new legislation. 

In the first place, regulation should 
be extended to remove inequalities in 
the present program of control. Since 
competition has long been forsaken as 
a regulator of transportation matters, 
this appears to be the only logical move. 
Regulation over water carriers should 
be extended to cover all such carriers, 
and control over those in interstate 
commerce should be vested in the Inter- 
state Commerce Commission. Control 
over contract motor carriers and pri- 
vate motor carriers ought to be ex- 
tended as far as may be necessary to 
give the commission power to work out 
regulations encouraging coordination 
between these carriers and other modes 
of transport. 

The present restriction on commis- 
sion control over motor carrier opera- 
tions in intrastate commerce should be 
relaxed to allow the commission to re- 
move hindrances to interstate com- 
merce. The commission might also be 
given the power to enforce uniformity 
as between states in motor vehicle re- 
JULY 18, 1940 


quirements for carriers in interstate 
commerce. This would help in soly- 
ing the carrier aspect of the problem of 
interstate trade barriers, since these 
regulations become barriers largely be- 
cause of their lack of uniformity. Fur- 
thermore, as the air carriers assume 
greater and greater commercial im- 
portance, the possibility of placing 
regulation of their rates, service, and 
finance under the Interstate Commerce 
Commission should be considered. 


ep ovaterr of regulation as between 
carriers should be supplemented 
by completeness of regulation within 
each field. Commission control over 
outside investments of carriers should 
be provided for, so that unscrupulous 
or overenthusiastic promoters cannot 
squander carrier funds in schemes not 
directly related to transportation needs. 
The commission should also be given 
jurisdiction over labor matters, with 
power to force arbitration on wages 
and working rules. These are closely 
tied up with the whole problem of ade- 
quacy of rates and economical trans- 
portation and should be considered by 
the same governmental agency. If con- 
stitutional, as this writer believes it to 
be, the commission might also be given 
the power to investigate and remove 
inequalities in taxes on _ carriers, 
whether state or Federal, if the com- 
mission finds that these taxes place an 
undue burden on the proper function- 
ing of carriers in interstate commerce. 

Legislation should provide for a 
special board of investigation to study 
the relative economy of each type of 
carrier and to make recommendations 
to the commission for the fixing of 
rates and the enforcement of pooling 
or other combination measures which 
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will bring about proper coordination of 
transportation facilities. In addition, 
the board should be given authority to 
study all Federal government appropri- 
ations for transport facilities, such as 
highways and waterways, with a view 
to determining the social need for such 
expenditures. Either this board or the 
Interstate Commerce Commission 
might be given power to approve such 
appropriations where found to be in 
the public interest. In such a way, con- 
trol over the supply of transportation 
facilities, now in effect for most pri- 
vate expenditures, would be supple- 
mented by authority over government- 
furnished services. 


_ time seems ripe for a more 
vigorous policy in regard to trans- 
portation combination. With the de- 
velopment of regulation and the filling 
of gaps now existing in regulation, re- 
liance upon competition should be 
abolished. Present regulation designed 
for control of monopolies should be 
accompanied by the encouragement of 
monopolies. Subject to study by the in- 
vestigation board mentioned above and 
approval by the Interstate Commerce 
Commission, encouragement should be 
given to combination by pools, traffic 
agreements, consolidation, or other 
means. Restrictions on railroad owner- 


ship of water carriers and motor car- 
riers should be removed. The costs of 
paying railroad labor a dismissal wage 
for displacement by combination 
should be shifted from the railroads to 
the government, if it is deemed desira- 
ble to grant these workers protection 
which workers in other fields do not 
have. 

Not only should railroad monopolies 
be encouraged, but transportation mo- 
nopolies as well. To keep these organi- 
zations at a manageable size, they 
might be restricted to certain traffic 
regions. Transport monopolies would 
surely reduce competitive wastes, lead 
to automatic codrdination of facilities, 
and better organization of service. 
They would necessitate close regula- 
tion, but, with the reduction in the num- 
ber of companies, this regulation could 
hardly be more complicated than that 
which exists at present. Indeed, com- 
bination may be so important to the 
development of an efficient and eco- 
nomical transportation system that 
mere encouragement by government 
and voluntary codperation by carriers 
would be inadequate. Compulsory mea- 
sures might be undertaken, or sugges- 
tions could be left on a voluntary basis 
for a period of time, to be followed by 
compulsion. As destructive to private 
rights and liberties as this may appear 


e 


to question. Approximately 68 per cent of all locomotives in 


q “THE adequacy of equipment for defense demands ts open 


service are over twenty years old. In the month of peak traf- 
fic in 1939, the surplus of freight cars declined to 64,000 as 
compared to the minimum surplus of 107,000 in 1929. At 
the peak of 1939 business, the reserve of freight locomotive 
capacity fell to 10 per cent of total capacity, a reserve which 
is too low to meet possible defense needs.” 
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to be, it is hardly less so than many 
regulatory measures in effect or the 
prospect of government ownership and 
operation. 


I" the interests of good government 
and the most economical expendi- 
tures of funds for transportation, pro- 
motional functions should be brought 
together under one governmental 
agency. There are some 7 Federal 
agencies with a part in highway de- 
velopment, 8 aiding air commerce in 
some way, and 14 with promotional 
duties in respect to water carriage. Ap- 
propriations have been made for spe- 
cific projects. Most of the expenditures 
made have in no wise been related to 
the picture of transportation as a whole 
and there is little evidence that the Fed- 
eral promotional program has been 
evaluated in terms of the relative merits 
of spending for facilities needed most 
by the public. 

Furthermore, by placing promo- 
tional duties and regulatory duties un- 
der the same agency, as is exemplified 
by the case of the water carriers under 
the Maritime Commission, difficulty is 
encountered in obtaining regulation in- 
terested only in developing a sound and 
economically coordinated national sys- 
tem of transport. Not only should pro- 
motional functions be consolidated un- 
der a single administrative agency, but 
regulatory functions should be unified 
in one commission, preferably separate 
from the promotional agency but with 
some authority over the question of 
supply of transportation facilities. 

Many minor amendments to present 
transportation legislation could be sug- 
gested. Statutes requiring reduction of 
rates for government traffic on land 
grant railroads should be repealed. 
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Railroads should be relieved from the 
burden of disproportionate contriby- 
tions to grade-crossing eliminations 
and reconstruction of bridges in con- 
nection with improvements of naviga- 
ble waters. The long-and-short-haul 
clause applicable to railroads might be 
repealed without seriously relaxing 
regulation. Loans might be made to 
carriers needing capital for bringing 
deferred maintenance up to date; but 
loans do no more than put off a day of 
reckoning. These and other relatively 
minor measures could well be enacted, 
But steps to resolve the principal diffi- 
culties in which transportation finds it- 
self necessitate a major operation in 
legislation with changes in the broad 
principles involved. 


\ \ 7 HAT is the prospect that one or 
more of the major changes sug- 


gested by the writer will be enacted 
into law? An emergency program al- 
ways has excellent chances, but one 
which goes to the roots of a problem 
generally meets stout resistance. How- 
ever, broad changes in transportation 
legislation were enacted in 1906 and in 
1920. Carrier regulation was materi- 
ally extended by the Motor Carrier 
Act of 1935, the Air Commerce Act 
of 1926, and the Civil Aeronautics Act 
of 1938. But no overhauling of the 
statutory structure has occurred since 
1920. A recanvassing of transporta- 
tion needs and a rewriting of legisla- 
tion are long overdue. The common de- 
sire to make the United States im- 
pregnable to invasion may well cause 
groups with selfish interests to cooper- 
ate in the formulation of a legislative 
program which will lead to a far more 
efficient transportation system. 

A start toward a sound national 
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policy might have been made several 
years ago. The transportation problem 
has been subject to special study by 
several groups of experts for some 
time and new legislation has been sug- 
gested. Measures designed particularly 
to help the railroads were dropped in 
1938 largely because railroad manage- 
ments dared to offend organized labor 
by suggesting a wage cut. A trans- 
portation bill which would have repre- 
sented a good start toward consistent 
and sound transportation policy was 
passed by the Senate in 1939 and a 
different bill with generally good pro- 
visions went through the House later 
in the year. After months in confer- 
ence, a compromise bill was brought to 
Congress in May, 1940. While the 
compromise bill still left many issues 
of transportation policy to be dealt with 
later, it was the closest approximation 
to a sound revamping of the program 
of transportation legislation since 
1920. This bill was recommitted to the 
committee by the House and lost for 
the session with little possibility that 
anything further would be done by the 
same bill. 


it is interesting to note the reason for 
the demise of the Transportation 
Act of 1940. Railroad labor brought its 
powerful forces to bear against it be- 
cause the bill did not guarantee that 
no consolidations or abandonments of 
service | would displace workers. A 
guaranty was insisted upon in spite of 


the agreement already in effect for dis- 
missal allowances to the displaced 
workers. 

Proponents of waterways and the 
pork-barrel philosophy of waterway ex- 
penditures fought the bill because it 
regulated water carriers and because 
conferees refused to adopt an amend- 
ment which would have sabotaged ef- 
fective rate control between water car- 
riers and railroads. A portion of the 
agricultural bloc in Congress withdrew 
support of the bill because an amend- 
ment to force the Interstate Commerce 
Commission to make certain favorable 
rates for agriculture, irrespective of 
the economic aspects of rate making, 
was not included in the act. 

Whether the political pressure of 
group interests can be expected to give 
way before the broader social interest 
in a sound and efficient transportation 
system is open to question. If proper 
leadership can be obtained and if the 
needs of transportation can be seen in 
their true light, the present emphasis 
upon defense may lead to a submer- 
gence of selfish interests and the pass- 
ing of a wise transportation bill. It may 
even now be too late to save the rail- 
roads and some of the other agencies 
of transportation from government 
ownership. The defense of democratic 
principles from threats abroad should 
not overlook the fact that a healthy 
system of free private enterprise at 
home is the best guaranty of the con- 
tinuation of democracy. 





Every Little Bit Helps 


HE Duke Power Company, largest taxpayer in the city of Charlotte, 


N. C.,, recently sent the city 


$60,428.06 for taxes. The city sent back 


to the utility a 1-cent rebate, the smallest paid. The refund was mailed 


in a 2-cent envelope. 
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Creeping Paralysis of 


- State Socialism 


We hear much argument these days about the basic repugnance between 
various forms of government—Democracy, Fascist dictatorship, Com- 
munistic socialism, and their variations. This author questions whether 
any elastic reconciliation can be accomplished within the framework of 
the same government by the forces of expanding soctalism and the 


vested interests of a diminishing private enterprise. 


Utility service is 


discussed as an obvious industrial case history. 


By MILLARD MILBURN RICE 


ARIOUS terms — profit system, 
private enterprise, capitalism, 


individualism, competitive so- 
ciety, free economy, and so on—are 
applied to the economic system under 
which the free peoples of the world 
live. By whatever name it is called 
this system is the complement of—and 
a necessity to—political freedom. The 
relationship is somewhat like that of 
the classic hen and egg: Nobody is 
prepared to say emphatically which is 
more important, but each is necessary 
to the other. 

Free economy represents the devel- 
opment not of a theory but of an in- 
stinct. It is the result of the long, long 
hope of mankind to be free of eco- 
nomic and political fetters. With all 
its defects, the individual living under 
it is freer of economic and political 
domination than he has ever been be- 
fore, and enjoys the highest level of 
average comfort the world has ever 
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known. Economic restraint exists 
chiefly in individual limitations, and 
the power of government over the in- 
dividual is very definitely limited. The 
keystone of a free economy is divorce- 
ment of economic life from political 
domination. 


W: sometimes speak of the theory 
of private enterprise or free 
economy. Actually there is no such 
thing. There is no theory of freedom. 
But the most elementary theorizing 
about free economy makes it apparent 
at once that it cannot be half free and 
half something else and remain itself. 
Freedom diluted is no longer freedom. 
Any other system combined with free 
economy exists at the expense of that 
free economy and hence drains off its 
benefits to the extent the other system 
develops. This is true because any 
other system is necessarily nonprofit, 
and must depend for at least part of its 
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support upon the profit system itself. 
Moreover, the invasion of the field of 
the profit system by a nonprofit system 
obviously limits to that extent the field 
of operation of the profit system. The 
larger the slice cut from a pie, the less 
pie is left on the plate. 

The major system in opposition to 
the profit system is state socialism of 
some variety. This is enterprise car- 
ried on by government. In recent years 
a number of the states of the United 
States have experimented in varying 
degrees with state-socialistic enter- 
prises, and the national government 
has set up such enterprises as TVA. 
Government regulation—state and na- 
tional—of railroads and public utili- 
ties has been practiced for a consider- 
able time. 

In that connection, it is interesting 
to note in passing that agitations for 
extension of state socialism in the 
United States—here called govern- 
ment ownership—are most vigorous 
at the present time in those industries 
now under government regulation. 
There is serious talk of government 
ownership of railroads, and in connec- 
tion with the development of TVA the 
national government has used its 
power to bring about acquisition of 
certain privately owned utility systems. 
Without in any sense discussing the 
merits of government regulation, we 
can, nevertheless, raise the question as 
to whether it is always a preliminary 
step to government ownership. 


|e fpiieae free economy, state social- 
ism rests upon a theory — the 
theory that government can run the 
economic machine more cheaply, more 
efficiently, and more fairly than it is 
run under a free economy. Grand- 
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stand quarterbacks never run the 
wrong plays, and bleacher umpires al- 
ways call the close decisions right. Un- 
like free economy, state socialism is 
revolutionary rather than evolution- 
ary, for it seeks to displace the present 
natural order and set up its own theo- 
retical system. Like the critical fan 
at the game, it can always run the team 
better than the present manager. 
Obviously, state socialism and 
planned economy are brothers under the 
skin—for, in each, government does 
the planning. In order not to be drawn 
into a discussion of political theories, 
we shall not here do more than point 
out that under such a system the indi- 
vidual loses his economic freedom cer- 
tainly and immediately, and his politi- 
cal freedom eventually. There is abso- 
Jutely nothing in history, ancient or 
modern, to indicate that either an indi- 
vidual or a group can be safely en- 
trusted with complete power over any- 
thing. It would require more than one 
Hatch Act to control the political ac- 
tivities of the horde of bureaucrats 
necessary to administer any such sys- 
tem—if, indeed, a Hatch Act could be 
passed in the face of the tremendous 
opposition that horde could muster. 
Ventures in state socialism can be 
made to appear immensely attractive 
when intriguingly presented to the 
citizens of a capitalistic state. Although 
government in a free economy is 
limited to strictly governmental func- 
tions, evangelists of state socialism— 
who may be and sometimes are mem- 
bers of that government—can point 
out the weaknesses and inequalities in 
the functions of the competitive sys- 
tem, and make a convincing case for 
their own abilities to do the job better. 
They have all the qualities and prerog- 
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atives of back-seat drivers. Having 
nothing of their own at stake, they can 
point out all the economic curves taken 
on the wrong side; all the economic 
stoplights passed ; all the improper eco- 
nomic signals given; all the economic 


speed violations. 
pian they can show that 
under the profit system greed is 
sometimes exercised; the consumer is 
sometimes saddled with costly mis- 
takes and excessive profits; labor is 
sometimes exploited. And then they 
can say that, under state socialism, the 
government would be social-minded 
toward both the laborer and the con- 
sumer ; that, since it is under no obli- 
gation to make a profit, it could and 
would divide that profit between con- 
sumers and labor; that, since govern- 
ment exists for the equal benefit of all, 
inequalities would disappear under a 
system of state socialism. 

These are attractive promises, and 
some interesting attempts have been 
made to deliver on such promises. For 
instance, as this is written, a brief As- 
sociated Press item appears in the met- 
ropolitan newspapers announcing an 
exchange offer to holders of more than 
six million dollars of state of South 
Dakota rural credit bonds to complete 
a debt refunding program of more 
than twenty million dollars. More 


e 


q 


than two decades ago state socialism 
swept through the states of the North- 
west like a prairie fire. It was fanned 
by the efforts of one Arthur Clarence 
Townsley and the Non-partisan 
League. That there were injustices and 
inequalities to be corrected no one will 
deny, but neither can it be denied that 
the last estate of those who attempted 
this correction through the medium of 
state socialism was worse than their 
first. 

The story behind the current South 
Dakota refunding offer is fairly typi- 
cal. After ambitious experiments in 
rural credit, state hail insurance, state 
bonding, state coal mining, state bank 
guaranty, South Dakota liquidated its 
enterprises as of July 1, 1933. On that 
date there were rural credit bonds of 
South Dakota outstanding in the 
amount of $41,000,000. The state 
owned 1,450,000 acres of land through 
foreclosures on its rural credit pro- 
gram, and the estimated loss in that 
department ran from twenty million 
dollars up to thirty-five million dollars. 
The state hail insurance venture had 
nearly a half-million dollars of uncol- 
lected premiums—it is no easier to pay 
premiums to the state than to privately 
owned enterprise—and had borrowed 
nearly four hundred thousand dollars 
additional. The bank guaranty fund 
had assets of less than a million dol- 


“More than two decades ago state socialism swept through 
the states of the Northwest like a prairie fire. It was fanned 
by the efforts of one Arthur Clarence Townsley and the Non- 


partisan League. That there were injustices and inequalities 
to be corrected no one will deny, but neither can it be denied 
that the last estate of those who attempted this correction 
through the medium of state socialism was worse than their 


first.” 
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lars and liabilities of thirty-five mil- 
lion. Other ventures were proportion- 
ately in the red. 


FFSETTING these liabilities in 

South Dakota were claims of re- 
duction in insurance premiums and 
coal prices because of the “yardstick” 
effect of the state enterprises. In that 
connection, however, it is fair to ask 
of what value is a yardstick of this 
type which by its own performance 
shows that it fails to reflect the true 
costs of enterprises—which is actually 
a club instead of a yardstick — and 
which can afford to be wielded only 
because there lies behind it a great 
reservoir of privately owned taxable 
property. 

Liquidation of these losses by pres- 
ent refunding operations is possible 
only because there still exists in South 
Dakota valuable property in private 
hands subject to taxation. The refund- 
ing bonds bear maturities ranging 
from 1950 to 1959, which is obvious 
notice that the liabilities of the state 
socialistic efforts are to be liquidated 
by future taxation of private property. 
At least until 1959, private enterprise 
in South Dakota must struggle under 
this burden imposed by state socialism, 
and hence cannot return its full bene- 
fits during that period. 

The claim is made for state social- 
ism that this is true economic democ- 
racy. It is claimed that since all enter- 
prises are state owned and are there- 
fore the property of all the people, this 
is the essence of the democratic princi- 
ple. There is little doubt that a major- 
ity of the people of South Dakota 
favored the establishment of the state- 
owned enterprises into which that 
state entered. That was a special case, 
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designed to overcome specific griev- 
ances which had aroused the people of 
that state. But the essence of state 
socialism lies in the planning of enter- 
prises by a general staff of planners 
who are declared to be superior in 
knowledge, foresight, wisdom, and 
fairness to individuals working sepa- 
rately for their own interests. If this 
is not so, then there is no virtue in state 
socialism. 


Wm therefore, the people of 
South Dakota evidently favored 
entering into their state socialistic 
enterprises, there is no guaranty that 
enterprises may not be undertaken 
under state socialism which the people 
will oppose, for there can be no effi- 
ciency in a society which must submit 
its every act and venture to all the 
whims and vagaries of popular opin- 
ion. Every proposal immediately be- 
comes a political football. What, for 
instance, is there to indicate that the 
majority of the people of the United 
States favored the TVA venture? Or 
the huge project known as Bonneville 
dam? Funds were taken from the pro- 
ceeds of private enterprise and used in 
these and other projects without spe- 
cific popular approval. Every taxpayer 
was made, without his consent—cer- 
tainly without his specific consent—a 

stockholder in these enterprises. 
Conversely, however, in private en- 
terprise a stockholder becomes such by 
his own volition. The buyers of stock 
in the American Telephone and Tele- 
graph Company, for instance—and 
there are nearly one-ninth as many 
stockholders in this one company as 
there are payers of individual income 
tax — buy solely because they believe 
in the management and the profit pos- 
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Socialism in a Capitalistic State 


& oo in state socialism can be made to appear immensely 

attractive when intriguingly presented to the citizens of a 
capitalistic state. Although government in a free economy is limited 
to strictly governmental functions, evangelists of state socialism— 
who may be and sometimes are members of that government—can 
point out the weaknesses and inequalities in the functions of the com- 
petitive system, and make a convincing case for their own abilities 

to do the job better.” 





sibilities of that company. If freedom 
to act is one of the foundation stones 
of democracy, it is obvious which sys- 
tem of ownership is most free eco- 
nomically. 

How maintain political freedom 
under any other system than that of 
private enterprise? Even if every issue 
is submitted to the people there is no 
guaranty that, once election is achieved 
on the basis of certain solemn prom- 
ises, those promises will be kept. We 
have already seen too much of that 
sort of thing under our present system, 
and billions have been squandered by 
officials elected on platforms promising 
economy and retrenchment. 


Puc almost unlimited economic 
power in the hands of bureaucracy 
and its attitude becomes a public-be- 


damned one. If that attitude shows 
its head in private enterprise, however, 
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free competition soon punishes the 
offender by grabbing off his markets 
and cutting into his field by rendering 
more gracious and efficient service 
than does he. Moreover, government 
is always in the background to act as 
arbiter and policeman in such cases, 
strengthening the hand of those who 
would serve best. Who is the police- 
man when government is in the eco- 
nomic saddle and its bureaucracy 
adopts the public-be-damned attitude 
—which, actually, is the all-too-well- 
known attitude of the bureaucrat? The 
long lines of customers clamoring for 
the barest necessities of life in more 
than one totalitarian state give the 
answer to that question. 

What of the relative efficiency of 
private enterprise and state-owned en- 
terprise? Comparison of freight rates 
per ton mile in the United States with 
those of the government-owned rail- 
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THE CREEPING PARALYSIS OF STATE SOCIALISM 


roads of France, Germany, and Den- 
mark shows some interesting con- 
trasts. In 1914, before the World War 
disturbed the economies of both Eu- 
rope and the United States, the rate 
in France was 1.33 cents, in Germany 
1.37, and 2.33 in Denmark, while in 
the United States it was 0.72 cents. 
This was in spite of a much greater 
density of population in the European 
countries which should have made pos- 
sible lower rates than in the more 
thinly settled United States. 

Construction costs of sister battle- 
ships in Navy Yards and private ship- 
yards show striking contrasts in favor 
of the latter. This is true even in the 
face of failure to add to Navy Yard 
costs such overhead charges as use of 
yard facilities, general administration, 
taxes, and insurance. 


I’ the public utilities field the 40-year 
period between 1882 and 1922 was 
one of continuous and sometimes rapid 
increase in the number of municipally 
owned electric light plants. The peak 
was reached about 1922, however, and 
since that time the decline in number 
of municipally owned plants has been 
rapid. There can be only one clear ex- 
planation of this, and that is the ability 
of cities to purchase power more 
cheaply from privately owned utilities 
than they could produce it themselves. 
Government doesn’t give up owner- 
ship even in a free economy until 
forced to do so by pressure of costs. 

A strikingly concrete illustration of 
what was taking place in this field oc- 
curred in the city of Frederick, Mary- 
land. In 1915, a community leader 
spent considerable money and effort in 
educating the people of Frederick in 
the desirability of constructing a city- 


owned light plant. Approximately two 
decades later this same public-spirited 
citizen was just as actively urging the 
purchase of power from a privately 
owned utility because he was then able 
to show that this could be done at con- 
siderable saving. While in 1915 he was 
able to make a good case for municipal 
ownership, the efficiency of private en- 
terprise in the utility field so far out- 
distanced efficiency of municipal own- 
ership during the following two dec- 
ades that he was obliged to shift his 
position completely. 

Incidentally, this was a clear illus- 
tration of the democratic principle in 
the industrial field. Here was freedom 
to shift—a freedom freely exercised— 
from one type of ownership to another 
as efficiency shifted. Under a closed 
system of state socialism, wherein 
there is no other type of enterprise 
permitted, economic democracy is defi- 
nitely defeated. 


S° long as limited state-owned enter- 
prise is used as an honest yard- 
stick—and not as a club—it probably 
furthers the principle of economic 
democracy. Whenever it can be hon- 
estly shown that private enterprise is 
not efficient enough to outstrip state 
ownership, then the results of state 
ownership are of definite value as a 
goal for private enterprise to attain. 
The sad fact is that governmental 
yardsticks are seldom actually that. 
They start first with the yardstick of 
private enterprise and attempt, at all 
costs, to shorten it. Because govern- 
ments pay no taxes to themselves they 
do not charge taxes as an overhead of 
their enterprises; likewise, frequently, 
with supervision and certain other 
items of overhead. The record is full, 
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especially the utilities pages, of gov- 
ernment-owned utilities whose stated 
costs do not reflect total costs as fair 
bases for comparison of their relative 
efficiency with that of private enter- 
prise. 

But carried beyond the limited field 
of the yardstick, government-owned 
enterprise defeats the principle of free 
and fair competition which is the basis 
of a free economy, and cripples rather 
than stimulates private enterprise. 
Government’s slice of pie reduces that 
left for private business, and at 
the same time increases the burden on 
what private enterprise remains—for 
the whole pie was baked originally by 
individual initiative. Government costs 
rise rather than fall; and, since there is 
less private enterprise to be taxed, tax 
rates must rise. 


subdivisions such as 
and municipalities, in 


cee 
counties 
which government takes over private 


enterprise and which have previously 
depended for revenue upon taxes on 


private business, find themselves 
financially embarrassed. They cannot 
tax government-owned property if it 
is Federal, and if they are themselves 
the governmental owners they cannot 
tax themselves. The experiences of 
some communities under TVA—ex- 
periences which have been discussed in 
these pages at some length—are ex- 
cellent illustrations. In certain sparse- 
ly settled western counties as much as 
one-third of all tax revenue is drawn 
from railroads and utilities located 
therein. Abandonment or government 
purchase of rail lines or public utilities 
under such actual, though extreme, 


conditions is obviously disastrous for 
these political subdivisions. 

At all costs the direct charge to the 
public for service of government. 
owned enterprises must be kept below 
that of similar privately owned busi- 
ness else the political effect is dis. 
astrous and there is popular demand 
for return to privately owned service, 
Under such conditions there can be 
only one solution for government, 
That is complete ownership to the 
point of monopoly so that there is no 
privately owned industry to provide a 
reverse yardstick with which to meas- 
ure the costs of government service. 
The inevitable result must be an in- 
crease in rates to the public to increase 
funds in government hands with 
which to carry on other governmental 
functions. 


Hox: yardsticks of government 
enterprise—which remain yard- 
sticks and do not expand into clubs— 
are perhaps aids to economic democ- 
racy because of their stimulation of 
efficiency in private enterprise. They 
encroach upon but do not strangle 
private enterprise. The tendency, 
however, is always to extend the field 
of government enterprise once it is en- 
tered, for reasons we have seen. Ac- 
tual conditions in several sections of 
the country already give proof of this. 
Thus these ventures in state socialism 
develop into direct competition with 
private enterprise, and afflict it witha 
creeping paralysis which finally be- 
comes complete. There is only one end 
for any wholesale adventure into state 
socialism, and that end is the complete 
elimination of private enterprise. 
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The Effect of 


Europe's War 


On Canada’s Utilities 


Consideration of some of the doubts and fears which at the 

present time may be worrying American investors in Canadian 

utilities. Some of these fears, the author says, appear ground- 

less and others exaggerated. No possibility of complete sever- 
ance of the ties between Canada and Britain. 


By FERGUS J. McDIARMID 


SHORT time ago I enjoyed a very 
interesting telephone conversa- 


tion with a well-informed gen- 
tleman in Toronto. The talk turned 
into a channel which only a few weeks 
before would have been considered en- 
tirely fantastic. Rather expecting some- 
thing violent to happen at the other end 
of the line I put to him the question, 
“Tf the war in Europe ends in a com- 
plete Nazi victory, could you imagine 
Canada agreeing to pay reparations?” 
He exploded, ‘No! (Here three words 
censored.) Let them try to come over 
and collect !” 

Not being content to let bad enough 
alone I posed another one, “Can you 
conceive of Canada accepting as a Gov- 
ernor General any appointment of a 
British government which was under 
Nazi domination?” This time the reply 
has had to be entirely deleted by the 
censor but its gist was “not a chance.”’ 
He said that if necessary a Canadian 
could be appointed to fill that post till 


better times. He felt that no matter 
which side won the war, its end would 
witness the migration of a very large 
number of Britishers, probably several 
millions, to Canada. 

Come what might this gentleman re- 
fused to admit the possibility of a com- 
plete severance of the ties between 
Canada and Britain. His attitude I be- 
lieve to be typical of the great body of 
Canadian opinion. Those ties of loyalty 
—affection is probably a better word— 
are not something which can be severed 
by any known device. If the extremely 
loose political tie which now exists be- 
tween Canada and Great Britain should 
be temporarily dissolved under duress, 
this bond of affection and sentiment 
which is infinitely stronger and more 
significant than any political tie would 
doubtless remain. 


N astill more recent talk with the re. 
tired head of one of the provincial 
universities of Canada, a different 
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phase of the subject was uncovered. I 
put to him this question: “What do 
you think would happen to the British 
fleet if Britain were forced to capitu- 
late? Would it come to Canada and 
help to continue the war from there as 
may recently have been intimated by 
Mr. Churchill ?” 

Such a suggestion, he said, was not 
practical. Detached from its bases and 
arsenals in Great Britain the fleet would 
no longer be an effective fighting force. 
Certainly Canada would be in no po- 
sition to support and supply it or effec- 
tively use it. Even the United States 
could probably not supply the particu- 
lar types of ammunition required for 
its guns. The only reason for the fleet 
to come over to this side would be to 
prevent its falling into the hands of the 
Nazis. 

“Remember, however,” he said, 
“that those ships have been supported 
and manned by the people of England 
and Scotland, not of Canada or Aus- 
tralia. The families of their officers 
and crews live in England and Scot- 
land. If the people of Britain were to 
be held to ransom under threat of dire 
penalties for the surrender of those 
ships, the men who man them would 
have to recognize that their primary re- 
sponsibility is to their own people, and 
turn the fleet or what was left of it 
over to the Nazis—unscuttled.” 

“What then of the future defense of 
Canada?” 

“That,” he went on, “would be large- 
ly up to the United States. Canada is 
in no position to stand off a strong 
power unaided.” 


Rr this reply, of course, it should 


not be interred for an instant that 
Canada would rest on her oars in any 
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scheme of Pan-American defense. It js 
not a matter of historical record that 
she has ever shrunk from her duty in 
such matters. While it is almost a sure 
thing that Americans and Canadians 
would fight side by side to repel an in- 
vader from the St. Lawrence valley or 
Nova Scotia, it is just as likely that the 
United States would have the active 
cooperation of Canada if necessary to 
defend New England or Washington 
state. Canada would cooperate with 
the United States to the fullest, but as 
a free nation maintaining her own 
identity. A nation which has been 170 
years in the making does not lightly 
abandon that identity. 

Surely there are no two other demo- 
cratic nations anywhere which have 
such a clear-cut choice of hanging to- 
gether from the standpoint of national 
defense or hanging separately. What- 
ever may have been the situation in 
times gone by, the development of air 
power has made it impossible for either 
nation to plan a defense of itself which 
does not involve defense of the other. 
This fact was recognized by the Pres- 
ident of the United States when he 
pledged that this country would not 
stand idly by if Canada were subjected 
to attack by any aggressor power. 


oo degree of altruism this 
pledge may have contained has in 
recent weeks been pushed into the back- 
ground by weightier considerations. In 
the type of world which may be in the 
process of taking shape, the defense of 
all of South America against aggres- 
sion from abroad may prove beyond 
the power of this country to accom- 
plish. Whether this will be true or not 
depends largely on what power or 
group of powers controls the South 





e. Itis 
‘d that 
luty in 
a sure 
adians 
an in- 
lley or 
lat the 
active 
ary to 
ngton 
with 
Dut as 
own 


n 170 
ghtly 


lemo- 
have 
g to- 
ional 
/hat- 
nm in 
f air 
ither 
hich 
ther, 
res- 
1 he 
not 
cted 


this 
sin 
ick- 
.In 
the 
> of 
“eS- 


THE EFFECT OF EUROPE’S WAR ON CANADA’S UTILITIES 


Atlantic at the close of this war. How- 
ever, we may be sure that in whatever 
field the United States may be forced 
to limit her commitments under the 
Monroe Doctrine it cannot be in the 
region beyond her 3,000-mile unde- 
fended and largely indefensible 
northern boundary. To allow an 
aggressor power to become established 
along this boundary within short bomb- 
ing range of our largest centers of pop- 
ulation and industry would appear to 
be a long step in the direction of na- 
tional suicide. 

The foregoing discussion may seem 
rather out of place in an article on the 
public utilities of Canada and it no 
doubt would be so in normal peaceful 
times. However, such does not seem 
to be the case at present when economic 
and financial matters are tightly bound 
up with considerations of elemental 
physical security. Moreover, judging 
from the way Canadian securities, in- 
cluding utility bonds, have recently 
been behaving in the American market, 
there must be a good many people in 
this country who have grave misgivings 
as to the security of Canada. 


MERICANS can claim a genuine in- 
terest in the public utilities of 
Canada for two main reasons. In the 
first place as the mainspring of Cana- 
dian industry they would play a very 
important part in any North American 


defense partnership. Secondly, they 
are a favorite channel for the invest- 
ment of American capital in Canada. 
In fact several of Canada’s largest elec- 
tric systems were largely developed by 
capital from “south of the line” and 
her dominant telephone system is very 
intimately connected both financially 
and otherwise with AT&T. 

There is nothing at all diminutive 
about the public utilities of Canada. 
In proportion to her population Can- 
ada has the largest development in cen- 
tral stations of any country in the world 
except Norway. On this basis her cen- 
tral station development is 78 per cent 
greater than that of the United States 
and her power output in these stations 
is proportionately about two and three 
quarter times as great. Lacking coal in 
her central manufacturing regions, 
Canada’s electric development is 96 per 
cent hydro and some 98 per cent of her 
electricity is normally produced by fall- 
ing water. Her total hydroelectric gen- 
erating capacity of some 8,300,000 
horsepower represents only 19 per cent 
of her known surveyed hydroelectric 
resources, in addition to which there is 
a huge unexplored potential reserve. 


I" a period of national emergency 
when fuel, transportation, and labor 
are at a premium, hydroelectric energy 
has a marked advantage over steam- 
generated power. Moreover the hydro- 


e 


of Canada. In proportion to her population Canada has the 


q “THERE is nothing at all diminutive about the public utilities 


largest development in central stations of any country in the 
world except Norway. On this basis her central station de- 
velopment is 78 per cent greater than that of the United 
States and her power output in these stations is proportion- 
ately about two and three quarter times as great.” 
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electric developments of Canada are 
very largely on streams which enjoy a 
steady flow or are backed by large water 
storage capacity. These developments 
are heavily concentrated in the St. 
Lawrence watershed. In recent years, 
roughly a quarter of Canada’s electrical 
output has been used in electric boilers, 
chiefly in paper mills. This power, 
amounting to around seven billion kilo- 
watt hours annually in recent years, is 
a kind of reserve to be drawn on when 
more urgent or economic uses for the 
power present themselves. 

In spite of the fact that the average 
domestic electric consumption in Can- 
ada is 69 per cent higher than in the 
United States, only 7 per cent of Can- 
ada’s output is consumed in her homes 
as compared with 17 per cent in this 
country. This is just an indirect way 
of indicating the tremendously vital 
role hydroelectric power plays in Cana- 
dian industry, particularly certain di- 
visions of that industry which may be 
closely geared to a program of arma- 
ments. Consider some of the strategic 
metals. In the production of aluminum 
for instance a large volume of cheap 
electricity is a necessary ingredient, 
since it requires approximately 10 kilo- 
watt hours of electricity to extract one 
pound of the metal. In a single alumi- 
num reduction plant in the Saguenay 
river region of Quebec, 280,000 elec- 
trical horsepower are continuously em- 
ployed in this process. Canada today 
produces about half as much aluminum 
as the United States and is surpassed in 
the world only by this country and 
Germany. 


i central Quebec a large-scale chem- 
ical industry has been built up whose 
backbone is energy captured from the 
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dark flowing waters of the St. Maurice, 
a stream which has already been de. 
veloped to the extent of 1,018,000 
horsepower and has a potential de- 
velopment of twice that much. Out in 
British Columbia the power of falling 
water makes possible the mining and 
refining of the two strategic metals, 
lead and zinc, in the output of which 
Canada stands fourth in the world, 
with an output a little less than half 
that of the United States, the world 
leader. Canada now ranks third in the 
production of copper with an output 
about one-third that of the United 
States. Electric power from both pri- 
vately and publicly owned plants makes 
possible the mining and refining of the 
red metal. 

Of great strategic benefit to Pan- 
American defense is the fact that about 
88 per cent of the world’s nickel supply 
is extracted from the crater of an old 
volcano in Ontario, a short distance 
north of Georgian bay. This metal on 
which Canada holds a virtual world 
monopoly is an important factor in any 
armament program. It is used ina wide 
variety of items including armor plate, 
gun barrels, and turbine blades. The 
great mines of International Nickel 
and Falconbridge are permitted to op- 
erate by the power of water harnessed 
in its tumble down the Hudson bay 
watershed. 


O: some $3,932,000,000 of Amer- 
ican capital invested in Canada, 
$553,000,000 has been invested in the 
securities of privately operated utility 
systems. Other millions have been put 
into bonds guaranteed by provincial 
and municipal authorities, the proceeds 
from which have been used to finance 
publicly owned utility systems. All told, 
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THE EFFECT OF EUROPE’S WAR ON CANADA’S UTILITIES 





American Investment in Canadian Utilities 


oe A SIZEABLE proportion of the total American 

investment in Canadian utilities has been 
placed through the medium of a limited number of 
bond issues of some of the more important Canadian 
utilities which are payable in United States dollars. 
With the opening up of the war in Europe ona furi- 
ous scale, the prices of these bonds in the American 
market began a plunge which was only surpassed by 
that of the obligations of the invaded countries of 


Europe.” 





it would be conservative to estimate 
that at the present time at least one 
quarter of the total investment in Cana- 
dian utilities is financed by American 
capital. This particular classification of 
American foreign investments has 
fared most unusually well. In fact it 


has been practically free from capital 
losses and has paid a handsome return 
besides. 

A sizeable proportion of the total 


American investment in Canadian 
utilities has been placed through the 
medium of a limited number of bond 
issues of some of the more important 
Canadian utilities which are payable in 
United States dollars. With the open- 
ing up of the war in Europe on a furi- 
ous scale, the prices of these bonds in 
the American market began a plunge 
which was only surpassed by that of 
the obligations of the invaded countries 
of Europe. This latest decline was 
much greater than that suffered by these 
bonds during the entire previous course 
of the war. Certain high coupon issues 
which prior to the outbreak of war were 
selling at over their call prices, and 
were on the point of being refunded on 
a much lower interest basis, have since 


that time lost over a third of their value 
in the American market. The table 
outlined on page 92 tells the story. 


iy view of the great comparative 
stability of American utility bond 
prices in the face of the blitzkrieg it is 
both interesting and useful to speculate 
on the market reasoning behind the 
spectacular slump in the Canadian 
names. For reasons stated earlier in 
this article it can hardly logically be 
based on fear for the physical security 
of the underlying properties. In this 
respect the utilities of Canada and the 
United States are very much in the 
same boat. If the fear of armed in- 
vasion has forced down the bonds of a 
Canadian utility hundreds of miies 
from salt water to a level where they 
yield 10 per cent to the purchaser, then 
the prices of certain American Atlantic 
seaboard high grades to yield less than 
3 per cent appear a bit toppy. 

Perhaps what the market has in mind 
is the chance that United States dollar 
exchange may not continue to be avail- 
able to Canadian utilities to pay their 
obligations “south of the line.” Such 
a fear would explain the otherwise 
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Bell Telephone of Canada .... 
Canada Northern Power .... 
Gatineau Power Series A .... 
Saguenay Power Series B.... 
Shawinigan Water & Pr. .... 


strange phenomenon of Saguenay 
Power 44s of 1966 payable in Cana- 
dian currency continuing to sell well 
above par in Canada while the equally 
secured bonds of the same company, 
payable in United States dollars, were 
changing hands below 70 in New York. 


P RIOR to the outbreak of war no such 
fear seemed to exist. The American 
investment in Canada, less that of 
Canada in the United States, gives this 
country a net stake in the Dominion of 
approximately $2,800,000,000. On this 
net stake has been paid a net re- 
turn during the past decade varying 
from $170,000,000 to $200,000,000 
annually. Of this amount less than 
$90,000,000 is in the form of interest 
payable in U. S. dollars on Canadian 
bonds owned in this country. It is 
reasonable to expect that in any kind of 
a squeeze this interest, which represents 
a contractual obligation, would take 
precedence over other forms of invest- 
ment return which normally flow south- 
ward. In any case this interest burden 
is not large compared with the $184,- 
000,000 worth of gold shipped out of 
Canada in 1939, or the amount, ranging 
from $200,000,000 to $300,000,000 
annually, left behind by American 
tourists in recent years. It is less than 
Canada’s annual newsprint sales to the 
United States. 
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Amount 
(Mil- 
lions Price Range 


7-29-39 ino 6-7-40 


5 —1957 0 125 110 
5 —1953 104 
33—1969 98 
44—1966 2 106 90 
443—1967, 70 104 88 


864 
793 


Most convincing tangible evidence 
of strength on the part of a debtor is 
the ability to retire debt at a rather 
rapid rate, in addition to paying a gen- 
erous rate of return to the holder of 
that debt. Canada has been able to ac- 
complish this because of her extremely 
favorable balance of payments with the 
rest of the world. This positive balance 
has averaged $218,000,000 annually 
during the last five calendar years after 
paying the abovementioned favorable 
return on foreign capital invested there. 
Canada has been using this large favor- 
able balance to retire her indebtedness 
abroad. In her relationship with the 
United States alone during the five 
years ending with 1938, she managed 
to bring about a net retirement of 
securities held in this country totaling 
$429,000,000. These included a large 
volume of Canadian utility bonds which 
have been repatriated through refund- 
ing issues floated in Canada on a 
Canada - pay - only basis. Gone from 
the American scene are all of the bonds 
of Canada’s largest private utility, 
Montreal Light, Heat & Power. Prac- 
tically all of the other large Canadian 
utility enterprises have made substan- 
tial progress in freeing themselves 
from sometimes burdensome U. S. pay 
obligations. American investors miss 
the former fat and juicy coupons there- 
on. 
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ointment lies in the fact that, 
while she makes an excellent showing 
with the world as a whole, with Uncle 
Sam as an individual she has a tend- 
ency to slip behind a little. In the past 
she has been able to square accounts 
by converting her large favorable bal- 
ances, chiefly in pounds sterling, into 
U. S. dollars. Who knows whether in 
the type of world which we may now be 
entering this convenient 3-party clear- 
ing process may still be possible? Pos- 
sibly not if it turns out to be a hard- 
boiled totalitarian world in which 
foreign trade will be largely reduced 
to barter on a 2-party basis. 

Even in such a world Canada should 
be able to square accounts with Uncle 
Sam as long as he will consent to buy 
her gold at $35 per ounce. If he should 
decline to do this a rather important 
adjustment in the economic relations 
between the two countries would be 
necessary to strike a balance on a bi- 
lateral basis. Either American tourists 
would have to spend more freely north 
of the line, the United States would 
have to absorb more Canadian prod- 
ucts, or Canadians would have to ob- 
tain elsewhere some of the intriguing 
gadgets, ranging from Diesel engines 
to wrist watches, that they have been 
accustomed to import from this coun- 
try. It is altogether likely that the latter 
course would be adopted before Amer- 


ican investors would be asked to fore- 
go even temporarily the promised re- 
turn on their capital invested in 
Canada. 


oa AKING a forward-looking view of 

the entire situation, is it too much 
to expect that the present state of the 
world will make for even closer eco- 
nomic ties between the two countries? 
It should become increasingly clear to 
the people of this country that it is un- 
reasonable to expect the closest co- 
Operation in matters of defense from 
the other nations of this hemisphere 
while pursuing toward them a tariff 
policy which gives little consideration 
to their interests. A tightening of eco- 
nomic ties between Canada and the 
United States should tend to strengthen 
Canadian utility and other obligations 
held in the United States. 

Consider now some of the more im- 
mediate effects of the present conflict. 
Paradoxically as it may seem, the enor- 
mous quickening in the pace of the war 
may be far from an unmitigated evil as 
far as investors in Canadian securities 
are concerned. Consider the probable al- 
ternative of the present course of 
events. 

A long war of attrition from which 
the United States remained aloof would 
likely have severely damaged Canada’s 
position both with respect to her in- 
ternal credit and her balance of pay- 


e 


tion, and labor aré at a premium, hydroelectric energy has a 


q “In a period of national emergency when fuel, transporta- 


marked advantage over steam-generated power. Moreover, 


the hydroelectric developments of Canada are very largely 
on streams which enjoy a steady flow or are backed by large 
water storage capacity. These developments are heavily 
concentrated in the St. Lawrence watershed.” 
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ments with the United States. A de- 
teriorating government credit coupled 
with steadily mounting taxation would 
inevitably have brought about a decline 
in the real value of Canadian securities 
of all kinds including utility securities. 
As events are now progressing the war 
is likely to be over before Canada’s 
position can be very seriously hurt. 


oe also that Canada’s war 
effort, which is largely economic, 
is likely to be paralleled in its effects 
by the inevitable rearmament program 
in the United States. The tremendous 
burden of hemispheric defense will be 
inflicted much more directly on the 
United States, which has the industrial 
set-up to carry the burden and which 
has made the widespread commitments, 
than upon Canada, which will be con- 
tent with the position of a junior part- 
ner. Therefore, if Canadian utility 
securities are due for an undermining 
through rising government debt and 
taxes, they are not likely to suffer a 
lonely fate. 

A point of strength at a time like this 
in the economic set-up of most large 
Canadian hydroelectric utilities is their 
relative immunity from the pressure of 
rising costs. I once entered a 238,000- 
kilowatt generating plant up in the 
Laurentian highlands of Quebec and 
wandered pretty much throughout the 
entire station without meeting a soul. 
Finally, I came across a lone operator 
sitting in an out-of-the-way corner eat- 
ing his lunch. In the case of such util- 
ity enterprises labor costs are not an im- 
portant item and there is no chance for 
rising fuel costs to come between the 
investor and his dividend dollar. Such 
hydroelectric wholesalers as Gatineau 
and Saguenay do not normally spend 
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over 15 per cent of their gross revenue 
on operating expenses including main. 
tenance. Your typical well-managed 
steam electric utility normally consumes 
between 40 and 50 per cent of its gross 
on these items. An artificial gas com- 
pany spends considerably more. 


r the decline in the value of the Ca- 
nadian dollar likely to prove a 
serious burden to utilities which collect 
their revenues in Canadian dollars but 
have to make interest payments in high- 
priced American dollars? The most 
concrete way to answer this question is 
to refer to the period from 1931 
to 1933. At that time too the Canadian 
dollar was heavily discounted and the 
volume of interest payable by Canadian 
utilities in U. S. dollars was very much 
above its present level. Those were 
years of depression, while the present 
period is one of high activity in Canada. 
A study of the earnings records of a 
group of the larger companies reveals 
that the burden of exchange would not 
become critical so far as interest pay- 
ments are concerned unless the Cana- 
dian dollar should decline to less than 
50 cents in U. S. money—assuming all 
the while, of course, that U. S. dollars 
could be purchased by the utilities at 
all. 

Would a totalitarian triumph reduce 
Canada’s internal prosperity by crip- 
pling her very important foreign trade? 
Some 30 per cent by value of Canada’s 
production is normally shipped abroad 
as compared with less than 10 per cent 
for the United States. Canada’s two 
large customers are the United States 
and Great Britain, each of which has 
been absorbing about 40 per cent of 
her total exports. Such fundamentals 
of Canadian production as farm prod- 
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ucts and metals normally make up the 
bulk of Canadian exports to Britain. 
It is entirely possible that after the war 
Britain’s ability to pay for Canadian 
products will be greatly diminished un- 
less she can raise her exports to Canada 
far above present levels. Against pos- 
sibilities of this sort the investor in 


these fears appear groundless; others 
appear exaggerated. By and large it 
seems that the elements of war risk af- 
fecting utility investors cannot be con- 
fined to a single side of the boundary 
line between Canada and the United 
States. The whole subject is one where 
hair-splitting analysis is a little out of 























- Canadian utilities may set the likelihood place. Rather we would prefer to rely 
gli of a large post-war influx of industri- ona fundamental conviction which is 
wie ous people into Canada who will be quite deep down. Itis simply that when 
high. looking for a place to lead their lives huge edifices on this North American 
ae under conditions of decency. Also in continent built of concrete and stone 
ali the long run the first-grade products of and steel, which are able to extract uni- 
1931 Canada certainly will not permanently versally used kilowatt hours from fall- 
‘aikinn go abegging for a market ina hungry ing water and sell them profitably for 
iii world. one-third of a cent each, cease to have 
ile value as backing for securities, then any 
“in I this article an attempt has been present prediction as to the economic 
aie made to analyze some of the doubts _ shape of things to come is likely to lose 
vais and fears which in these troublous its validity. 
pac times may be worrying: American in- That is a bit of a mouthful but you 
a. vestors in Canadian utilities. Some of get the idea. 
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crip- Priceless Heritage of Free Local Government 
ade? GC vo verily believe that the preservation of our dual form 
da's I of government, as we have known it, with a free people 
road governing themselves locally, rests in the hands of Congress. 
cent Only Congress can take away the rights of local government, 
two which the people now have and exercise. If those rights shall 
aii be taken away, even through inadvertence and failure to realize 
the results of legislation, they never will be restored; and the 
has government which our Fathers founded, and under which we 
t of have lived, will be gone forever.” 


—Joun E. Benton, 
General Solicitor, National Association 
of Railroad and Utilities Commissioners. 
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Wire and Wireless 
Communication 


T a recent press conference, Chair- 

man Fly of the Federal Communi- 
cations Commission indicated that Presi- 
dent Roosevelt in the very near future 
would name a defense communications 
committee to codrdinate with private 
communications industries, including 
telephone, telegraph, and radio facilities, 
in carrying out defense policies. At the 
same time the FCC was expected to go 
ahead with a study of the communica- 
tions facilities of the nation from the 
viewpoint of national defense. 

Along other lines, the FCC has ob- 
tained additional funds to hire field radio 
inspectors to man mobile monitor units 
to police the air waves against unau- 
thorized and possibly subversive radio 
communications. The FCC continued to 
check on possible “fifth column” activi- 
ties in the communications field by in- 
formal conference with telephone and 
telegraph companies, with the view to 
extending the check-up of citizenship 
status (already ordered in the case of 
radio operators) to the operating per- 
sonnel of the land wire systems. 

The new committee was expected to 
be an all-government board composed of 
State, War and Navy officials, and a 
representative of the FCC—possibly 
Chairman Fly himself. The Treasury 
Department through the Coast Guard 
and possibly the Post Office Department 
might also participate. Under this set- 
up the private industry would codperate 
through advisory subcommittees. Ap- 
pointments were expected to be made by 
the President directly, instead of through 
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the National Defense Commission 
(headed by Edward Stettinius) as was 
done in the recent creation of national 
defense committees in the field of elec- 
tric and gas facilities. 


fe formation of a committee of 
general department heads of the 
Southwestern Bell Telephone Company 
to guard against “interruption of service 
or invasion of privacy in telephone com- 
munication” was announced recently by 
A. C. Stannard, president of the com- 
pany, who said the step was taken in co- 
Operation with the national defense pro- 
gram. Admittance to the company’s 
buildings was also to be restricted. 

General Plant Manager J. L. Crump 
was named chairman and coordinator 
under the general supervision of W. L. 
Holley, first vice president, Stannard 
said in a letter to all employees of the 
company. The letter stated: 

As telephone men and women we realize 
perhaps more fully than others the vital 
importance to the nation of adequate, fast, 
continuous telephone service. And as speed 
in national preparedness increases, the 
necessity of maintaining telephone service 
unimpaired becomes more imperative. | 

Some of the necessary measures which 
the committee will adopt may cause minor 
personal inconvenience to telephone people. 
But all of us will recognize that they are 
the things we as individuals want done to 
protect the communications system we oper- 
ate. 


* * * * 


F. McNaucuton, director of the 
eutilities department of the Cali- 
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fornia Railroad Commission, last month 
said a survey in 15 large cities of the 
nation showed that telephone rates in 
San Francisco and Los Angeles are low- 
er than in most of the other cities. 

The San Francisco rate for both small 
and medium homes, McNaughton said, 
is the lowest of all the large cities. Only 
one city, Washington, D. C., is lower in 
the large homes class. For small homes, 
Los Angeles is lower than 8 cities, and 
higher only than San Francisco. In 
medium homes, Los Angeles is lower 
than all but San Francisco, and for large 
houses only San Francisco and Wash- 
ington are lower than Los Angeles. 

Business rates in San Francisco and 
Los Angeles are generally below those of 
other cities, he said. 

Cities surveyed were New York, Chi- 
cago, Philadelphia, Boston, Detroit, 
Cleveland, St. Louis, Pittsburgh, Balti- 
more, Cincinnati, Milwaukee, Buffalo, 
Washington, Los Angeles, and San 
Francisco. 

a a 


REVIEW of the determination that a 

learning period is necessary in order 
to prevent curtailment of opportunities 
for employment of telephone operators 
in the independent branch of the tele- 
phone industry was granted on June 15th 
by the Wage and Hour Division, U. S. 
Department of Labor (Federal Regis- 
ter, June 15, 1940). 

The United States Independent Tele- 
phone Association petitioned for a re- 
view of the findings and determination 
made by Dr. Gustav Peck, assistant di- 
rector of the hearings branch, Wage and 
Hour Division. 

In granting review of these findings 
and determination, the Wage and Hour 
Division announced that it would re- 
ceive briefs from interested parties 
either in support of, or in opposition to, 
the determination, provided that they 
were filed in triplicate with the adminis- 
trator of the Wage and Hour Division 
pm the close of business on July 1, 


The administrator has authorized 
Henry T, Hunt, principal hearings ex- 


aminer of the Wage and Hour Division, 
to review the action and to make final 
determination of the matter. Under the 
previous determination, exchanges with 
500 or more stations in the independent 
branch of the telephone industry would 
be permitted to employ learners for a 
period of 320 hours (approximately 
eight weeks) at 25 cents an hour instead 
of the present minimum wage of 30 
cents an hour under the Fair Labor 
Standards Act. Operators in exchanges 
with less than 500 stations were ex- 
empted from the provisions of the act 
by an amendment passed at the last ses- 
sion of Congress. 


x * *K xX 


CCUPATION of Paris by German 

troops has placed under Nazi con- 
trol two major factory groups owned by 
the International Telephone & Tele- 
graph Corporation, it was disclosed in 
New York recently. Le Materiel Tele- 
phonique, which manufactures rotary 
automatic telephone equipment, and 
Compagnie Generale de Constructions 
Telephoniques, which operates another 
factory and occupies a laboratory and 
office building, have been taken over by 
the Germans. 

When Nazis occupied Antwerp the 
IT&T’s most important export plant on 
the continent was taken over by the 
Reich. Previously smaller IT&T plants 
in Copenhagen, Oslo, and The Hague 
came under German control. 

In England, one IT&T subsidiary, 
Standard Telephones & Cables, Ltd., 
operates three communications equip- 
ment factories in London and Croydon ; 
Creed & Co., another affiliate, manufac- 
tures teletypewriters. 


* * -«* 


* Bipeatryg a intent would be nullified 
and Supreme Court declaration 
concerning the desirable effects of com- 
petition would be meaningless if the 
Federal Communications Commission 
were required to deny a radio station 
entry into the field merely because it 
would have an adverse effect on an ex- 
isting station, declared the FCC in deny- 


JULY 18, 1940 





PUBLIC UTILITIES FORTNIGHTLY 


ing petition for a rehearing filed by 
WLEU Broadcasting Company, Erie, 
Pa., on the commission’s grant of a con- 
struction permit to the Presque Isle 
Broadcasting Company for a new station 
at that place. To quote from the com- 
mission’s decision : 


It is a direct contradiction of the proposi- 
tion that free competition is the basic prin- 
ciple of the American system of broadcast- 
ing to contend that the commission is under 
a duty to consider the effect which competi- 
tion may have upon the ability of an exist- 
ing licensee to continue to serve the public. 
It is implicit in the idea of free competition 
that public interest cannot possibly be ad- 
versely affected by the failure of an existing 
station to survive due to increased compe- 
tition, because this result cannot follow un- 
less the new station’s competitive efforts 
enable it to render a superior public service. 

The Supreme Court has made it perfect- 
ly clear that “Congress intended to leave 
competition in the field of broadcasting 
where it found it” and to permit “a licensee 
to survive or succumb according to his abil- 
ity to make his programs attractive to the 
public.” A licensee is‘not entitled to be pro- 
tected from competition and the commis- 
sion is under no duty to make findings on 
the effect of such competition on the 
licensee. 


The commission noted a vital distinc- 
tion between the situation where an ap- 
plicant is not financially qualified and 
the case where the applicant is so quali- 
fied, but pointed out that the petitioner 
does not allege that this applicant is not 
financially qualified but bases its com- 
plaint on the possible effect of competi- 
tive effort. The statute does not require 
the commission to consider the latter 
factor but makes success or failure in 
the broadcasting business depend solely 
on a licensee’s “ability to make his pro- 
grams attractive to the public.” 

WLEJU, the only broadcast station in 
Erie at the present time, operates on 
1,420 kilocycles with 250 watts, un- 
limited time. It devotes approximately 
40 per cent of its time to NBC Blue Net- 
work programs. The Presque Isle 
Broadcasting Company, which received 
a construction permit March 13th, pro- 
poses a local program service. There 
are 75 churches, 25 charitable organiza- 
tions, 30 educational institutions, and 
more than 100 civic or social organiza- 
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tions in Erie. The Presque Isle Broad- 
casting Company proposes to operate on 
1,500 kilocycles with 250 watts day and 
100 watts night. 


* * *K X 


pir eeainie eet upon giving commercial 
status to frequency modulation (FM) 
radiocasting, the Federal Communica- 
tions Commission issued regulations to 
govern stations set up under the method. 
Noteworthy were stipulations regarding 
minimum hours of operation, allocation 
of stations, and ownership requirements 
“to safeguard the public against mo- 
nopoly.” 

Each station licensed must operate a 
minimum of six hours daily, except 
Sunday, three of them during daylight 
hours, three after dark. In addition, at 
least one hour of day and night programs 
must be devoted to periods not dupli- 
cated elsewhere in the same area. This 
arrangement precludes FM_ stations 
merely relaying program schedules from 
standard radiocast stations, and also 
gives the system an opportunity to dis- 
play its full-fidelity virtues to best ad- 
vantage. 

Unlike standard stations, FM trans- 
mitters are to be licensed to serve speci- 
fied areas measured in square miles. In 
localities where one or more FM stations 
are operating, the radius of service for 
each will be made as comparable as pos- 
sible. 

According to the FCC announcement, 
“no person or group may directly or in- 
directly control more than one FM sta- 
tion in the same area. Likewise, no per- 
son or group may control more than one 
station, except upon showing that such 
operation would foster competition or 
will provide a high-frequency broadcast- 
ing service distinct and separate from 
existing services, and that such opera- 


tion would not concentrate control in 


a manner inconsistent with public in- 
terest, convenience, or necessity.” The 
commission further declared that con- 
trol of more than six stations by the 
same person or persons through incor- 
poration would be inconsistent with the 
public interest. 
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It was expected that the end of sum- 
mer would find numerous FM stations 
in operation throughout the country. 
More than 150 groups were said to be 
seeking permission to construct them. 


* * K * 


NEW foreign remittance service, 
A under which steamship _ ticket 
offices, tourists’ bureaus, banks, and 
brokers authorized by it will act as for- 
eign remittance agents for it, was an- 
nounced recently by the Postal Tele- 
graph-Cable Company. These agents 
will sell foreign money remittances and 
foreign exchange to the public in all 
parts of the United States. 

Executive vice president of the com- 
pany, Ellery W. Stone, said the service 
would be operated through a new agency 
division of the company’s foreign remit- 
tance department. This division will 
supply the selected agents with daily 
competitive foreign exchange quotations 
and will arrange for the speedy execu- 
tion of orders so received through Pos- 
tal Telegraph facilities. Mr. Stone ex- 
plained : 

The demand for foreign remittances has 
become so great that it has been decided to 
bring this service to the general public 
through the medium of every available re- 
liable, active agency. Foreign remittances 
will be handled over our own or our con- 
necting telegraph, radio, and cable routes or 
by mail or transatlantic clipper. A 24-hour 
daily service will be maintained. 


* * * Xx 


Be erenieree users throughout the 
nine states of the Southern Bell 
Telephone & Telegraph system will save 
approximately $525,000 a year on their 
interstate calls beginning August Ist, ac- 
cording to an announcement by the Fed- 
eral Communications Commission at 
Washington on June 29th. 

Following conferences with represent- 
atives of the company and the commis- 
sion the reductions were announced on 
interstate calls of from 43 miles to 750 
miles. Tolls on calls of less than 43 miles 
will remain the same, and intrastate rates 
are not affected by the change. 

Telephone officials at Atlanta, Ga., 
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said that the new schedules would be put 
into effect to bring about conformity be- 
tween Southern Bell interstate rates and 
rates of the American Telephone and 
Telegraph system already in effect. They 
also pointed out that there would be no 
change in rates on calls emanating from 
Atlanta over a distance of more than 
480 miles. Calls of greater distance have 
already been on the “long line” or AT&T 
reduced rate. 

Georgia’s saving under the reduction 
will be about one-sixth of the total, it 
was pointed out. 

Examples of the reductions in day- 
time rates for station-to-station calls: 
For 43 miles, 40 to 35 cents; 50 miles, 
45 to 40 cents ; 100 miles, 60 to 55 cents; 
150 miles, 80 to 70 cents; 200 miles, 
$1.05 to 80 cents; 300 miles, $1.25 to 
$1.05; 500 miles, $1.90 to $1.50; 750 
miles, $2.50 to $1.90. 

For person-to-person calls the reduc- 
tions include: For 43 miles, 55 to 50 
cents ; 50 miles, 65 to 55 cents ; 100 miles, 
90 to 75 cents; 150 miles, $1.15 to $1; 
200 miles, $1.40 to $1.10; 300 miles, 
$1.65 to $1.40; 500 miles, $2.40 to $2; 
750 miles, $3.25 to $2.55. 


* * * xX 


CENES of the Republican National 
Convention in Philadelphia were 
picked up by television in Tulsa, Okla., 
about 1,800 miles distant, establishing a 
new American long-distance record for 
television reception, the National Broad- 
casting Company reported on June 28th. 
At Lake Placid, 325 miles distant, an- 
other long-range pick-up was reported 
by the General Electric Company. 

One of the images seen was that of 
Wendell L. Willkie as he appeared be- 
fore the convention, marking the first 
time that a presidential nominee was tele- 
vised. The expressions and gestures of 
the Republican nominee were said to be 
“clearly mirrored” and each utterance 
was described as “distinct” by observers 
at Radio City. 

The telecasts seen in Tulsa and Lake 
Placid were tuned in from Station 
W2XBS, on the Empire State building, 
where the images were rebroadcast. 
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Willkie Nomination 


 Hpensinss financial services seem to 
agree on the importance of the 
Willkie nomination as heralding a return 
to better relations between politics and 
business. Thus Poor’s service states: 


The burst of strength in the stock market 
..., following the nomination of Wendell L. 
Willkie, was nine-tenths psychological and 
one-tenth fundamental. However, there is 
significance in that one-tenth far beyond the 
bullish demonstration so far witnessed. The 
growing prospect of Willkie’s election in 
November would not guarantee a roaring 
bull market. However, democracy and free 
enterprise would be given added life, and 
securities would at least be valued on a basis 
nearer their intrinsic worth. The market will 
not be able to shake off adverse foreign de- 
velopments entirely, but a tremendous step 
has been taken in the right direction, and we 
believe that security prices will reflect it as 
summer progresses. 


5 


Capital Market Revives 


EW financing for the month of June 


was surprisingly large— about 
$98,000,000, according to the prelimi- 
nary estimate of the Commercial & Fi- 
nancial Chronicle. About $4,000,000 
was “new money” and $94,000,000 re- 
funding. Except for $38,000,000 Jersey 
Central Power & Light bonds recently 
offered, the financing was private, in- 
cluding the $46,000,000 Carolina Power 
& Light issue, $7,000,000 for Pennsyl- 
vania Water & Power, and smaller 
amounts for Central Hudson Gas & 
Electric, New Haven Water, and West 
Coast Telephone. 
After nearly two months of idleness 
due to war conditions, the investment 
banking business is showing signs of re- 
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and 
Comment 


By OWEN ELY 


vival. The long-dormant issue of $38,- 
000,000 Jersey Central Power & Light 
34s was finally offered, and its success 
led to the registration of $50,000,000 
Cleveland Electric Illuminating 3s and 
two smaller offerings. Older issues in 
registration include $32,000,000 Indian- 
apolis Power & Light first 34s of 1970 
and $10,000,000 Iowa Southern Utilities 
first 4s of 1970. Stock issues on the regis- 
tration calendar include 149,591 shares 
of Indianapolis Power & Light pre- 
ferred, 180,000 shares of Narragansett 
Electric preferred, and 7,000 shares of 
Commonwealth Water Company first 
preferred stock. 

Rochester Gas & Electric’s $15,000,- 
000 issue of general mortgage 33 due 
1970 will be sold privately, instead of 
through a First Boston-Smith Barney 
syndicate. 

¥ 


Six Per Cent on Prudent 
Investment 


HE FPC recently ordered Safe Har- 

bor Water Power Corporation to 
revise its rate schedule to the parent 
companies (Consolidated Gas of Balti- 
more and Pennsylvania Water & Power) 
from a 7 per cent to a 6 per cent rate of 
return on investment. (See July 4th 
issue, p. 58.) The company was also 
criticized for failing to refund its 44 per 
cent bonds. 

The commission employed as a “rate 
base,” original cost less depreciation, 
plus working capital. The commission 
stated : 

The “fair value” rule for rate making, 


with its speculative element of reproduction 
cost, has been demonstrated by experience 
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to be delusive. Net investment, or prudent 
investment, is based upon established facts 
and is not subject to the vagaries of theories, 
imagination, and abrupt fluctuations of 
prices and conditions. It eliminates unwar- 
ranted demands upon consumers through the 
projections of future rates upon ephemeral 
values and gives stability to rates, which 
minimizes the economic shocks from sharp 
fluctuations in prices. ... 

We have reviewed the seven cases in 1939 
in which courts and commissions prescribed 
6 per cent as a reasonable rate of return for 
electric, gas, telephone, and bridge utilities. 
The Illinois Supreme Court held in 1939 
that a rate of return slightly more than 5 
per cent was not confiscatory, but the court 
emphasized the difference between a rea- 
sonable rate of return and a nonconfiscatory 
one, and the rate base was fair value there 
as distinguished from the net investment 
base used in this case. . 


This was the first rate case involving 
a hydroelectric project licensed by the 
FPC, and serves to accentuate recent 
trends toward “prudent investment” and 
a6 per cent return as standard policy for 
Federal and state agencies. It would be 
interesting to analyze leading utility com- 
panies to see how closely they conform 
to this standard, but it is difficult to 
compile the necessary data. The property 
account as stated in reports to stockhold- 
ers does not necessarily conform to the 


7 


Ratio of 
Gross Income 
to Capital 
and Surplus 


Name of Holding Company System 
American Gas & Electric: Co. . o..c065 wc. 
American Power & Light Co. ............ 
American Water Works & Elec. Co. ...... 
Associated’ Gas Tlec. Co. ... 6... ci vans 
Cities Service Power & Light 
Commonwealth & Southern Corp. ........ 
Community Power & Light Co. .......... 
Electric Power & Light Corp. ............ 
Engineers Public Service Co. ............ 
The Middle West Corp. ..............0. 
National Power & Light Co. ............ 
Niagara Hudson Power Corp. ............ 
The North American Co. .............0e¢ 
Standard Gas & Electric Co. ............. 
The United Gas Improvement Co. ........ 
The United Light & Power Co. .......... 
Utilities Power & Light Corp. ........... 


Average of above systems* 


_— 


*Includes a number of smaller systems. 


“rate base” as set up under present ac- 
counting standards by the FPC, state 
commissions, etc. However, the accom- 
panying figures from the 1939 “Financial 
Statistics” issued by the SEC may be of 
interest. (The percentages shown in the 
table are derived from system totals of 
operating company data, and do not re- 
flect consolidated system returns.) The 
average ratio of gross income to capital 
and surplus for all registered holding 
companies in 1939 was 5.81 per cent, and 
since capital and surplus had an average 
ratio to property and investments of 94 
per cent, the ratio to the latter was about 
6.2 per cent. While this ratio includes 
outside investments and apparently does 
not make allowance for the depreciation 
reserve (which amounts to about 11 per 
cent of property), the result indicates in 
a broad way the 1939 level of earnings 
in relation to investment. 


> 


SEC May Favor Cut in 20-day 
Waiting Period 


| epsageics the prolonged “drought” 
in public financing of utility issues 
has aroused the SEC to the need for 


Ratio 
Capital & 
Surplus to 
Property & 
Investments 


Ratio of 
Funded Debt 
to Net 
Property 


61.04 
58.62 
48.13 
57.09 
60.61 


54.17% 


94.01% 
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remedying, as a defense measure, defects 
in the Securities Act of 1933 which 
bankers have long been protesting. The 
commission is apparently making a vir- 
tue of necessity, however, for it did not 
take action until bills had actually been 
introduced in Congress and dates for 
committee hearings had been set. These 
bills contained IBA suggestions. 

The principal change now reported 
agreeable to the SEC is modification of 
the 20-day waiting period. The commis- 
sion sometime ago, in permitting the 
price and coupon rates of an issue to be 
fixed by amendment shortly before the 
offering date, took much of the sting out 
of this provision of the act. Nevertheless, 
war conditions make it necessary to gear 
finance proposals as closely as possible 
to current conditions, and the waiting 
period remains a handicap. As an illus- 
tration, it took nearly a year on the SEC 
registration calendar to clear up the Jer- 
sey Central Power & Light issue, caught 
in last September’s war mélée. To ex- 
pedite the 20-day reform, it has been 
suggested that a rider be attached to 
some pending legislation, such as the 
Wagner-Cole bill for investment trust 
regulation, which would permit the SEC 
to waive the waiting period for compa- 
nies with a proven record of published 
information. 

The other changes suggested by the 
IBA will probably have to go over until 
January, as the SEC has requested more 
time to study them. These proposals in- 
clude the following amendments: (1) 
Allow solicitations of sales, but not ac- 
tual sales, during the waiting period 
(where it is retained) ; (2) require that 
purchasers of securities, when suing un- 
der the act, be obliged to show that a 
misstatement or omission in the pros- 
pectus caused any loss they sustained ; 
(3) damages awarded in suits based on 
misstatements and omission should be 
limited to losses actually proved, and 
rescission of the full purchase price 
should be eliminated ; (4) revise the re- 
quirement that a prospectus must be fur- 
nished with every purchase made during 
a full year after the initial registration. 

The IBA also suggested some changes 
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in the Securities and Exchange Act of 
1934 with respect to the sections re- 
stricting purchases by executives of 
stock in their own company. This pro- 
vision has caused almost complete with- 
drawal of support for many stocks at 
times of extremely weak markets, by 
executives of the company, though such 
support is both logical and desirable. 


¥ 


News Digest 


_- recent war development, Rus- 
sia’s invasion of Rumania, again 
affects International Telephone & Tele- 
graph. As of December 31st, the property 
of Rumanian Telephone Company was 
carried at $25,941,882; gross earnings 
last year amounted to $4,656,865; and 
net was $1,781,369. 

Considerable delay seems likely in 
liquidating B-MT common stock due to 
tax problems and other factors. Before 
even a partial liquidating dividend can 
be declared, stockholders must vote on 
reduction of the capital. 

Stone & Webster, leading utility en- 
gineering construction firm, now has 
about $40,000,000 unfinished work on 
hand and is negotiating for $15,000,000 
more—a substantial increase over last 
year. 

Brooklyn Union Gas Company’s first 
half net is expected to be below last year, 
owing to higher costs and depreciation 
charges. 

Standard Gas and Electric, in a be- 
lated report for the twelve months ended 
March 31st, showed consolidated net in- 
come of $4,410,199 compared with $1,- 
445,296 for the same period last year; 
in the first quarter net was $2,405,773 
against $1,312,986. 

The Community Power & Light reor- 
ganization plan, approved sometime ago 
by the SEC, has now been sanctioned by 
the Federal court. Holders of preferred 
stock will receive 95 per cent of the new 
common, and the old equity stockholders 
the remaining 5 per cent. 

Hudson & Manhattan has lost its fight 
to increase the fare from Jersey to down- 
town New York from 8 cents to 10 cents. 
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FINANCIAL NEWS AND COMMENT 


EW developments in the Associated 

Gas Case include an attempt by 
the General Protective Committee to re- 
open the 1933 recapitalization plan, but 
it seems unlikely that the court will ac- 
cede to this request until the trustees 
have had more time to study the rela- 
tions between the two top holding com- 
panies. The trustees have reopened the 
recent tax settlement with the United 
States government (obtained by cor- 
poration officials before the bank- 
ruptcy). 

The REA is planning to spend an ad- 
ditional $100,000,000 for farm electrifi- 
cation in the fiscal year which began July 
Ist. 

While average United States gains in 
electric output for the week ended June 


22nd continued around the 10 per cent 
level (compared with last year), there 
was the usual wide variation in reports 
for individual systems. Boston Edison 
and Consolidated Edison showed slight 
declines from last year, while National 
Power & Light, Detroit Edison, and 
American Water Works gained about 16 
per cent and Niagara Hudson over 19 
per cent. 

Electric Power & Light, in its report 
for the twelve months ended April 30th, 
showed a gain of about 37 per cent in net 
income over a year ago, and about 89 
per cent for the three months ended 
April. Most of the gain reflected im- 
provement in United Gas earnings. 

The average interest rate paid by 188 
subsidiaries of registered holding com- 
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panies in 1939 was 4.23 per cent, com- 
pared with 4.40 for 177 companies in the 
previous year. Only one of the compa- 
nies listed in the survey failed to earn its 
interest, and average coverage was 2.67 
times. 


HE SEC, in passing on the applica- 

tion of United Light & Power 
Company to make advances to subsidi- 
aries through the purchase of unsecured 
interest-bearing notes, indicated its ap- 
parent intention to keep interest rates on 
such loans at a relatively low level 
(around 3-4 per cent) or to put them 
on a “capital contribution” basis, in re- 
turn for capital stock. 

Revenues of natural gas companies in 
April averaged 4.6 per cent over last 
year and those of manufactured gas com- 
panies 2.3 per cent. 

The National Defense Advisory Com- 
mission has agreed with TVA to ask 
Congress for $65,000,000 for two new 
plants (one hydro and one steam). Of 
this amount, $25,000,000 is sought to be 
authorized in a pending appropriation 
measure. However, House and Senate 
committees have indicated a disposition 
to study this request before recommen- 
dation. (See p. 114.) 


a 


FPC Emergency Powers 


rN a matter of interest at this time, 
here follow excerpts from Title II, 
§ 213 of the Utility Act: 


For the purpose of assuring an abundant 
supply of electric energy throughout the 
United States ... the Federal Power Com- 
mission is empowered and directed to divide 
the country into regional districts for the 
voluntary interconnection and codrdination 
of facilities for the generation, transmission, 
and sale of electric energy. . . . Whenever 
the commission determines that an emer- 
gency exists . . . the commission shall have 
authority . with or without notice 
hearing, or report, to require by order such 
temporary connections of facilities and such 
generation, delivery, interchange, or trans- 
mission of electric energy as in its judgment 
will best meet the emergency and serve the 
public interest. If the parties affected by such 
order fail to agree upon the terms of any 
arrangement between them in carrying out 
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such order, the commission, after hearing 
held either before or after such order takes 
effect, may prescribe by supplemental order 
such terms as it finds to be just and reason. 
able, including the compensation or reim- 
bursement which should be paid to or by 
any such party. During the continuance of 
any emergency requiring immediate action, 
any person engaged in the transmission or 
sale of electric energy and not otherwise sub- 
ject to the jurisdiction of the commission 
may make such temporary connections with 
any public utility subject to the jurisdiction 
of the commission or may construct such 
temporary facilities for the transmission of 
electric energy in interstate commerce as 
may be necessary or appropriate to meet such 
emergency, and shall not become subject to 
the jurisdiction of the commission by reason 
of such temporary connection or temporary 
construction: Provided, That such tempo- 
rary connection shall be discontinued or such 
temporary construction removed or other- 
wise disposed of upon the termination of 
such emergency: Provided further, That 
upon approval of the commission permanent 
connections for emergency use only may be 
made hereunder. 


8 
Utility Loan Hit 


HE Securities and Exchange Com- 

mission recently permitted, by a 3- 
to-1 vote, the Ogden Corporation, suc- 
cessor in reorganization to the Utilities 
Power & Light Corporation, to borrow 
$4,400,000 at 24 per cent from the Man- 
ufacturers Trust Company of New York 
for use in the redemption of preferred 
stock. 

Commissioner Edward C. Eicher dis- 
sented, stating that the effect of the pro- 
posed transaction, which “no ingenuity 
can square with the standards of the act,” 
would be to “have Ogden Corporation 
borrow $4,400,000 of which $2,872,750 
will flow to Atlas Corporation in redemp- 
tion of the preferred stock owned by it.” 
“Certainly,” he added, “Atlas has no con- 
tract right to such accelerated redemption 
of its preferred stock, nor does it 
enjoy any such right in its status as 
the apparent controlling common stock- 
holder.” 

Commissioner Robert E. Healy con- 
curred in the results reached by the ma- 
jority of his colleagues, but reserved the 
right to file a separate opinion. 


104 








FINANCIAL NEWS AND COMMENT 


1940 
Jan. Feb. Mar. Apr. May June July Aug. Oct. Nov. Dec. : 


TILITY & INDUSTRIAL STOC 
| | . -Jones Averages 


—— 





i Sy 
75 





3 





~S 
uo 


| 
hed 















































SOURCE: WALL STREET JOURNAL 


0 Goes Un 


275 
250 
225 
200 
175 


C 150 
om- 
a3 125 


, Suc- 
‘ilities Milions of Dollars 700 OF UTILITIES 
600 Over 75% of the Industry.) 


TTOW 
Man- 500 +12 Mos. Ended 


Mar. 31, 1940 
York ‘on 


di 300 
r dis- 

e pro- 200 
nuity 100 
> act,” 0 
ration 


7 
sch Monthly rere = UTILITY FINANCING Millions of Dollar] 





SOURCE: STANDARD STATISTICS 


















































erred 


ESTIMATED SOURCE: STANDARD STATISTICS 
52 TRNTS EET 











Jemp- 
ny it.” Gg REFUNDING 
0 con- ail NEW CAPITAL 
iption 150 ++ 

yes it 


us as 100 
stock- 


















































50 




















r con- 


ol 0 Jan. Feb. Mar. Apr. May June 7 Aug. Sep. Oct. Nov. Dec. 0 
194 SOURCE: FINANCIAL CHRONIAE) 




















105 JULY 18, 1940 





What Others Think 


Capital Still Needed for 


Industrial Expansion 


j Bee chronic stagnation of the capital 
or investment markets has been the 
most striking economic phenomenon of 
recent years. The persistent depression 
of the so-called capital goods industries 
is in marked contrast to former periods 
of recovery, when new capital develop- 
ments resulted in a great expansion of 
production and higher standards of liv- 
ing. 

There is undisputed agreement that 
the prevailing low level of economic ac- 
tivity and the unprecedented volume of 
unemployment are largely explained by 
this situation. The widest difference of 
opinion prevails, however, with respect 
to the causes of the phenomenon of idle 
money, idle factories, and idle men. 

The Brookings Institution on May 
27th made public the report of a 2-year 
investigation of the factors responsible 
for the stagnation of the capital markets, 
which takes sharp issue with the concept 
that the United States has reached a 
stage of “economic maturity,” necessi- 
tating extensive supplementing of private 
by public enterprise. The study, dealing 
with capital expansion in relation to 
employment and economic stability, 
found that the possibilities of further 
development of private enterprise are 
adequate to absorb the nation’s capital 
and labor resources for many years 
to come. Reéstablishment of stable con- 
ditions largely depends on the removal 
of unnecessary impediments to the flow 
of funds into constructive capital de- 
velopments and the restoration of confi- 
dence in the future of private enterprise. 

The study was directed by Dr. Har- 
old G. Moulton, president of the institu- 
tion. Associated with him were Dr. 
George W. Edwards, of the College of 
the City of New York; Dr. James D. 
Magee, of New York University; 
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and Dr. Cleona Lewis, of the instituy- 
tion’s permanent staff. 


i’ appraising the argument that the 
country has reached “economic 
maturity,” the report pointed out that 
production data showed no declining 
tendency prior to 1929, although the 
frontier had disappeared a generation 
earlier and the rate of population in- 
crease had been declining for half a cen- 
tury. The decline in production since 
1929 proves merely that there has been 
a protracted depression. 

The increase in population since 1929, 
the estimated further increase during the 
next forty years, and the requirements 
for raising living standards of the pres- 
ent population, were found to offer an 
ample basis for large-scale private capital 
construction. Annual additions of from 
four to five billions to productive plant 
and equipment, and of around six billions 
to housing facilities, are necessary over 
the next generations to provide a rea- 
sonably satisfactory standard of living. 
In addition, there would be large public 
requirements for highways, streets, sew- 
ers, and other utilities. 

No support was found for the con- 
tention that large industrial corporations 
have reached a point where they can 
finance their potential capital require- 
ments from “internal” sources. In most 
cases, only a moderate expansion in out- 
put could be financed without additional 
short-term borrowing, and large addi- 
tions to plant would require extensive 
recourse to the long-term investment 
market. 


tices view that corporations have been 
providing for capital expansion out 
of “depreciation reserves” is based upon 
a failure to distinguish between mere 
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replacement of old capital and construc- 
tion of new capital. Additions to cor- 
porate surpluses in recent years—with 
which new plant and equipment might be 
constructed—have been negligible. 

The study appraised in detail many 
of the ideas which have gained some 
popular currency as reasons for the 
stagnation of the capital markets. It 
found that this stagnation could not be 
ascribed to a lack of money savings or 
to policies of commercial banks. Al- 
though money savings are much smaller 
than in the late twenties, they are greatly 
in excess of current market demands. 
Commercial banks, far from pursuing 
restrictive credit policies, have made un- 
usual efforts to expand credit ; their fail- 
ure to do so arises from the lack of de- 
mand from credit-worthy enterprises. 

Many small corporations are under- 
financed, but their primary need is work- 
ing capital, raised by the sale of stock. 
Extension of short-term loans or inter- 
mediate credit to companies deficient in 
working capital does not meet their prob- 
lem, the report points out. 


OVERNMENT policies and action have 
G impeded the flow of capital into 
constructive developments in several 
ways. Taxation policies have tended 
to drive investors to high-grade securi- 
ties; regulation has raised the costs and 
increased the risks of capital flotations ; 
the persistence of huge deficit spending 
has undermined confidence in public 
credit; and the development of a maze 
of government lending agencies has 
narrowed such private investment chan- 
nels as remain. 

The existing taxation system, devel- 
oped without thought of possible effects 
upon the capital market, encourages in- 
vestment in high-grade bonds, partic- 
ularly tax-exempt issues, and discour- 
ages investment in equity securities. In- 
asmuch as the primary need at the pres- 
ent time is for the expansion of capital 
enterprise through stock flotations, the 
effect of present tax laws is serious. 

The protracted time involved in com- 
plying with Securities and Exchange 
Commission rules has increased market 
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risks in the issuance of new securities, 
and the vagueness of the rulings and 
indefiniteness of penalties have been 
complicating factors. The costs of legal 
and other expenses in complying with 
the Securities Act have been high for 
small corporations, and, similarly, the act 
has worked against small local dealers. 
However, the report states, securities 
regulation has been a contributing, rather 
than a major, factor in restricting the 
flow of capital. 


_ persistence of huge fiscal deficits 
and consequent growth of the pub- 
lic debt, together with the developing 
philosophy that a permanently unbal- 
anced budget is essential to the mainte- 
nance of prosperity and employment, have 
unquestionably lessened the disposition 
of both enterprisers and investors to as- 
sume the risks inherent in long-term 
capital commitments. Uneasiness over 
the future of private investment is ac- 
centuated by the fear of an ultimate 
breakdown of public credit, accompanied 
by price and wage inflation. 

The growing competition of govern- 
ment credit agencies with private insti- 
tutions and individuals in diverse fields 
has been a factor militating against 
private lending. The tangled web of in- 
teragency credit transactions and opera- 
tions, together with the maneuvering of 
the debt limit and the apparent disposi- 
tion to transfer to a so-called “invest- 
ment” budget the bulk of the outlays 
which cannot be covered from ordinary 
revenues, contributes to the prevailing 
confusion and uncertainty. 

These factors, though indirect and 
largely psychological in character, con- 
stitute serious impediments to long-term 
investment. The system of private en- 
terprise involves the making of commit- 
ments extending over a considerable pe- 
riod of time and such commitments will 
not be undertaken if the risks appear 
prohibitive. 

The book is divided into two parts. In 
the second part there is a chapter (XII) 
on the regulation of special types of 
corporations. This in turn is subdivided 
into (a) state regulation of public utility 
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issues; (b) Federal control over public 
— holding companies; (c) Federal 
regulation of railway issues. It is in this 
division that government policies and 
private capital expansion are analyzed in 
the light of their impact on capital mar- 
kets. 

The conclusions of the analysis as a 


whole are brought together in an inter. 
pretative final chapter. 


CAPITAL EXPANSION, EMPLOYMENT, AND Eop- 
Nomic Stasitity. By Harold G. Moulton, 
George W. Edwards, James D. Magee, 
Cleona Lewis. The Brookings Institution, 
722 Jackson Place, Washington, D. C. Price 
$3.50. 413 pp. 1940. 





Second Brookings Institution Volume on Government 
Regulation 


Economic 


TILITIES will find of special interest 

two important books sponsored by 
the Brookings Institution analyzing the 
relationship of the government of the 
United States to the economic life of this 
nation. 

The first of these volumes, already re- 
leased, dealt with governmental regula- 
tion of private enterprise as it has been 
applied generally to a wide range of in- 
dustrial and commercial life, without 
important distinctions between one type 
of industry or another. The second vol- 
ume, released in June, 1940, begins with 
a further analysis of government regu- 
lation of private enterprise which in- 
vestigates particular areas of economic 
life which have been singled out for spe- 
cial governmental treatment—such as the 
field of public utility regulation. 

The nature of the material to be dealt 
with in this second volume made it de- 
sirable to draw upon the expert knowl- 
edge of workers in that particular field. 
Hence, the opening chapter on “Foreign 
Commerce” (pages 521-615) was pre- 
pared by Dr. Frank A. Fetter, professor 
emeritus of political economy at Prince- 
ton University. The chapter on “Public 
Utilities” (pages 616-745) was prepared 
by Professor Ben W. Lewis; the chapter 
on “Transportation” (pages 746-863), 
by Charles L. Dearing; the chapter on 
“Agriculture” (pages 864-947), by Ed- 
win G. Nourse, of the Brookings Insti- 
tution staff. Miss Eleanor Poland did 
most of the work on the chapter on 
“Bituminous Coal” (pages 948-987). 

There was also special collaboration on 
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the other chapters, which treat respec- 
tively of governmental regulation in the 
fields of “Petroleum and Natural Gas,” 
“Food and Drugs,” “The National Re- 
covery Administration,” “War,” “Gov- 
ernmentally Organized Production,” 
“Public Relief,” “Social Security.” The 
volume as a whole is sponsored by 
Leverett S. Lyon and Victor Abramson, 
who were presumably largely responsible 
for the interesting chapter entitled “Con- 
cluding Observations.” 


b fen chapter on public utilities re- 
views the history of utility regula- 
tion and the more recent development of 
government ownership in the power field. 
The summation is mildly critical of regu- 
lation to the general effect that there has 
been too much lost motion and undue 
controversy over valuation theories and 
legalistic concepts of constitutional 
rights of public utilities. There is a sug- 
gestion that regulation will work better, 
for the industry as well as for the con- 
sumers, when legalistic pound-of-flesh 
tactics are thrown overboard and utilities 
find themselves in the position of gaining 
more through the development of service 
by reduced rates than through the law 
courts. 

Professor Lewis’ review touches the 
high spots of a great portion of the bet- 
ter-class literature on public utility regu- 
lation. There is nothing particularly 
new in this recital, but it does have the 
effect of being a sort of thumb-nail 
sketch of the merits and demerits of com- 
mission regulation. 
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“THAT SAP IN 403 KEEPS ASKING IF WE HAVE AC OR DC CURRENT. 
I’VE TOLD HIM TWICE THAT NEITHER ONE IS REGISTERED HERE” 


Professor Lewis does follow a rather 
disinterested, middle-of-the-road course 
through the various fields of controversy, 
even in the classic area of reproduction 
cost versus prudent investment. Here he 
pauses to remark about the irony of the 
situation by which the victory between 
the two rival theories has gone to a hy- 
brid method (“fair value”) which com- 
bines, without theory or purpose, the 
wholly irreconcilable features of both 
original cost and present cost. He states 
as a fact that reproduction cost has won 
“substantial, although waning, support 
from regulatory agencies, while original 
cost (actual prudent investment) has 
had all but unanimous backing in aca- 
demic ranks and in late years has been 
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gaining adherents in court and commis- 
sion circles.” 


HE author does not seem enthusias- 

tic over either theory, because 
both are “subject to certain economic in- 
firmities irrespective of how the costs 
may be measured.” He says that before 
“public utility rates based upon costs may 
be said to be ‘proper,’ functionally, there 
must be assumed an equilibrium of de- 
mand, prices, and costs, . . . in the actual 
and continued existence of which, in the 
case of any single public utility, there is 
not the slightest reason to believe.” 

Professor Lewis concludes: 


The conclusion, then, to which one is 
forced, is that reproduction cost and prudent 
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investment are both makeshift devices to as- 
sist in setting utility prices that are “fair” 
as between owners and users, and in bring- 
ing utility prices into some kind of rough, 
over-all harmony with the level and long- 
run trends of prices in general; and that 
neither has a preponderant advantage in the 
performance of these functions. This leaves 
the choice one of practicality in terms of 
ease, expense, and expediency. On these 
counts reproduction cost has a notoriously 
bad record. It is not too much to say that 
in terms of cost, delay, uncertainty, and the 
arousing of animosity and contention, the 
performance of the reproduction cost 
method falls little short of a public scandal ; 
by far the greater part of the grotesque and 
costly ponderosity which characterizes mod- 
ern rate regulation is to be attributed di- 
rectly and solely to the reproduction cost 
approach, ... 

Conversely, on all points relating to ex- 
pediency the prudent investment method 
promises an almost revolutionary improve- 
ment in the process by which over-all rate 
levels are established. The original installa- 
tion of prudent investment records would 
occasion expense and controversy, but, once 
instituted, their maintenance and use would 
involve only a fraction of the cost and dis- 
pute which regularly attend the use of re- 
production cost appraisals, and the time re- 
quired for a rate determination could be 
stated more pertinently in terms of days 
rather than months. 


Seemingly of greater importance, 
however, in the mind of the Brookings 
Institution collaborator than the hack- 
neyed conflict between these rival valua- 
tion theories is the need for regulatory 
encouragement of a more aggressive and 
promotional rate policy. In this respect, 
Professor Lewis hails the advent of the 
TVA, enforcing rate reductions in the 
Tennessee valley, as a hopeful sign. 
True, he does not attempt any evaluation 
of the merits of public ownership versus 
private ownership, per se —indeed, he 
says it is quite impossible. He forecasts 
that actual decisions on this matter will 
continue in the future as they have in the 
past and be settled on piecemeal, sec- 
tional bases, in accordance with local in- 


generally since 1907 is neither impressive, 
nor yet too disheartening. The excessive 
costs and delays of regulation, its rigidities, 
and its apparent lack of purpose beyond the 
settlement of individual controversies, can- 
not fairly be overlooked. On the other 
hand, the utilities industries have experi- 
enced an enormous physical growth, the in- 
creasingly complex problems of regulation 
have been met by the improvisation of elab- 
orate regulatory machinery, and the period 
for adjustment has, after all, been short. 

The developing processes of regulation 
hold promise to the extent that they effect 
an informed and positive adjustment of pub- 
lic utility controls to other phases of a price- 
guided economy, rather than primarily the 
protection of mystically defined property 
rights in case-by-case adversary litigation; 
to the extent that they indicate an increas- 
ing reliance upon records and business reali- 
ities, rather than upon expert revelation; 
and in the degree to which the structure of 
regulation is so tightened and pointed that 
it becomes less attractive for utilities to seek 
earnings by exploiting the regulatory sys- 
tem, and, consequently, more attractive for 
them to concentrate their efforts on the sell- 
ing of service. Encouraging tendencies are 
all plainly discernible today, but they are to 
be seen in clearest relief against the great 
backdrop of indifference which still domi- 
nates the regulatory scene. 

Though the standards by which the effec- 
tiveness of regulation is judged are not ex- 
act, and perfect performance is not to be ex- 
pected in any case, it is quite possible to 
identify specific defects of regulation in re- 
lation to rather widely accepted general 
goals, and, with considerably less agreement, 
to name remedies. The remedies, it may be 
noted, whether in the realm of government 
regulation or of government ownership, look 
universally toward more, or more intensive, 
control rather than less. There will be no 
reinstatement of competitive individualism 
in the utilities field. None the less, the final 
test of regulation may come in terms of its 
ability somehow to break through its rigidi- 
ties and to supply the drive toward the low- 
est level of remunerative prices and the 
fuller utilization of facilities which has come 
thus far to be associated in the public mind 
more with the processes of effective competi- 
tion than with those of private monopoly, 
however controlled. 


Critically examining this conclusion 


in the Brookings Institution volume, one 


fluences and collaborating factors. But is tempted to ask what would happen if 


the author does commend the TVA for 
its aggressively promotional rate policy. 


utility regulation fails to pass “the final 
test.” Presumably, a trend toward pub- 


err: lic operation is implied in that event, 
N the score of public utility regula~ which would also imply an increasing 
tion, generally, the author states: public dissatisfaction with private utili- 
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“THE NEW RANGE WORKS JUST FINE BUT I CAN’T GET A 
DARN THING ON THIS RADIO” 


Bt would this necessarily follow? 
The public has been known to be 
satisfied over long periods by less than 
absolutely perfect economic codrdination 
between possible demand and prevailing 
price levels in other commodities than 
public utility service. After all, Amer- 
ican utilities, like other American indus- 
tries, have set a world-wide pace for in- 
dustrial development. Is this not “suc- 
cess” by and large? Apparently no 
thought is given to the possibility, quite 
menacing in the light of the totalitarian 
example abroad, and the increasing exi- 
gencies of government finances, that 
these essential monopolistic services, 
once completely captured by the govern- 


damned as far as cheap usage is con- 
cerned. 

True, Professor Lewis’ chapter does 
broadly and fairly concede that regula- 
tion is not to be judged by a standard of 
perfection. But the suggestion, even im- 
plied, that the concentration of govern- 
mental discipline and governmental com- 
petition in the field of utility pricing is 
an inevitable social trend, is mildly dis- 
turbing. 

One could pick, at random, other 
commodities and perhaps find none 
which could meet the absolute test of 
being priced so low that the public can 
freely use all they want of them. For in- 
stance, if the government were to direct 


ment, might be put to work as tax col-/ its mighty powers toward a yardstick for 


lectors, and the public could well be 


é@bthe pricing of razor blades or shoes or 
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ships or sealing wax, it could undoubt- 
edly force the prices of these respective 
commodities down and the public con- 
sumption of them up, particularly if the 
venture were accomplished under the 
color of a by-product of some constitu- 
tional power such as national defense. 


B uT that the government should dissi- 
pate the strength of its economic 
position and financial powers, buttressed 
by the tax-paying public, on such wide 
areas of diverse commercial enterprise 
is highly debatable. It might even be 
cynically observed that the government 
could concentrate some of its yardstick 
pressure on the costs of government it- 
self, as reflected through the tax bills and 
public debt. There is certainly ground 


for speculation here as to whether the 
optimum of value in proportion to the 
price exacted from the public is being re- 
ceived. 

And when one compares the relatively 
modest position of electricity in the aver- 
age budget with the other commodities, 
including the cost of government serv- 
ices, there might be a question as to 
whether the government should continue 
to fire away pretty expensive ammunition 
at mighty small game, particularly at a 
time when the national and international 
woods are full of more obvious targets, 

—F. X. W. 


GOVERNMENT AND Economic LiFe. Volume 
II. By Leverett S. Lyon, Victor Abramson, 
and Associates. The Brookings Institution, 
Washington, D. C. 1940. Price $3.50. 





New Depreciation 


Requirements and 


New Accounting Technique 


URING the last few years changes 

made in the accounting classifica- 
tions prescribed by state and Federal 
regulatory commissions have created a 
number of serious problems. Probably 
the most serious is that which results 
from the recent setting up of barriers 
against utilizing retirement expense ac- 
counting for depreciation accounting. 

Under the old system, where utilities 
had the option of utilizing retirement ex- 
pense accounting, accumulated reserves 
averaged more than 10 per cent of the in- 
vestment and physical property. Such re- 
serves are substantial enough and in 
many cases are probably sufficient to 
comply with the new requirements for 
depreciation accounting, but there are 
undoubtedly cases where such reserves 
are not equal to the “actual” depreciation 
in the property. 

For a number of years Maurice R. 
Scharff, well-known utility accounting 
expert, has been convinced that the only 
satisfactory solution to the problem of 
shifting from the old requirements to the 
new can be found by starting from the 
premise that, in valuation and rate cases, 
accrued depreciation and annual allow- 
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ance for depreciation should be treated 
consistently. Such consistency might be 
obtained, he contended, by estimating an- 
nual depreciation expense through the 
process of adding “unrealized deprecia- 
tion expense” (computed by dividing the 
percentage of accrued depreciation found 
to exist in the property by its weighted 
average) and the “realized depreciation 
expense” (computed on the basis of the 
average percentage of retirement loss and 
the fixed capital balance over a suitable 
period of years). 

As a result of criticism of testimony 
which Mr. Scharff had offered in cer- 
tain rate cases, he realized that this solu- 
tion was oversimplified, and that the an- 
nual depreciation determined in accord- 
ance with it involved a certain amount of 
duplication or overlapping, to the extent 
that unrealized depreciation existing at 
the beginning of each year and the prop- 
erty retired that year were included in 
the computation of realized depreciation. 


I* a volume recently released through 
private publication, Mr. Scharff pre- 
sents his original thesis, in the form of a 
paper entitled “The Interdependence of 
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Annual and Accrued Depreciation in 
Regulation of Public Utility Corpora- 
tions,” together with appendices which 
contain suggestions designed to avoid 
the duplication noted. 

In the same volume, an associate of 
Mr. Scharff, Franklin J. Leerburger, has 
a paper addressed to the engineering 
aspects of modern depreciation account- 
ing technique, with special emphasis on 
the distinction between causes of depre- 
ciation that might reasonably be assumed 
to progress more or less in proportion to 
passage of time to those which become 
effective irregularly with respect to time. 

Finally, the volume contains data pre- 
pared by a third associate of Mr. Scharff 
—a statistical expert, Joseph Jeming— 
who makes a number of helpful sugges- 
tions as to the mathematical methods for 
making allowance for variations of 
maintenance expenditures. The mathe- 
matical demonstrations which were ulti- 
mately completed by Mr. Jeming are 
given as formulae applied in deprecia- 
tion studies carried out for several pub- 
lic utility companies. 


NE paper included in the volume by 

Mr. Jeming reports a novel method 

of approach to straight-line depreciation 

when actuarial data are lacking and is 

one which has been found helpful in in- 

come tax and other cases. This is fol- 

lowed by a discussion of straight-line de- 

preciation which was prepared by Mr. 
Scharff. 

The purpose of these three authors in 
publishing these miscellaneous papers on 
depreciation accounting technique is to 
explain the revised formulations to audi- 
ences of accountants, engineers, and 
lawyers, and to suggest to younger men 
in the specialized branches of these pro- 
fessions lines along which further in- 
vestigations and analyses may be carried 
out with a view to accomplishing some 
further progress towards a final solution 
to this troublesome problem. 

—F. X. W. 


DEPRECIATION OF PusBLic UTILITy PROPERTY. 
By Maurice R. Scharff, Franklin J. Leer- 
burger, and Joseph Jeming. Privately pub- 
lished by Maurice R. Scharff, 285 Madison 
Avenue, New York, N. Y. 1940. 89 pp. 





Notes on Recent Publications 


COMMUNICATIONS AND TRANSPORTATION IN 
Mexico. By Javier Sanchez Mejorada. The 
Annals of the American Academy of Po- 
litical and Social Science. March, 1940. 


Rurat Recions oF THE Unirep States. Sur- 
vey by Work Projects Administration. U. S. 
ae Printing Office. Washington, 

C 


Rural Regions of the United States, pre- 
pared by the Division of Research of the 
WPA, presents a number of interesting facts 
about our rural population and economy. The 
findings show that the highest plane of living 
is enjoyed by our farmers in the Southern 
Pacific, North Atlantic, and northeastern 
regions. The largest farm land value per 
capita is found in the Southern Pacific and 
Upper Midwest regions, while the lowest 
land values are found in the Eastern Old 
South regions and in the Ozark-Ouachita 
region. 

The report (scheduled to be available prob- 
ably in June, 1940) also presents informa- 
tion on comparative income and potential 
purchasing power, population trends, types 
of land and types of farm tenancy and 


farm labor, length of residence of farm 
owners, the relationship of farm to nonfarm 
income, data on farm machinery, and many 
other pertinent facts. 


A VarraBteE Rate Base UNsounp. By 
Charles O. Rose. 14 U. of Cincinnati L. 
Rev. 43. January, 1940. 


THE WISCONSIN TELEPHONE Case. By Martin 
G. Glaeser. The Journal of Land & Public 
Utility Economics. February, 1940. 

The author, professor of economics at the 
University of Wisconsin, and for many years 
identified with the staff of the Wisconsin 
commission, in this article registers keen dis- 
appointment at the failure of the Wisconsin 
Supreme Court to decide this important rate 
case on other than more or less procedural 
grounds (30 PUR(NS) 65, 287 NW 122). 
Although published some weeks later, the 
article was apparently written before the re- 
cent action of the U. S. Supreme Court in 
refusing to review the decision of the Wis- 
consin Supreme Court, which set aside the 
commission’s celebrated telephone rate re- 
duction order. 
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To Confer on Securities Act 
Changes 


1s agreement with a proposal made by 
Jerome N. Frank, chairman of the Se- 
curities and Exchange Commission, Repre- 
sentative Clarence F. Lea, chairman of the 
House Interstate Commerce Committee, 
agreed on June 19th to delay hearings on bills 
for modification of the Securities Act until 
January, by which time the SEC would have 
studied the subject thoroughly in codperation 
with the industry and reported its conclusions. 
The agreement definitely postponed action on 
revision of the Securities Act until after elec- 
tion and offered the prospect of final adoption 
of modifications agreeable to the regulators 
and the regulated. 

In the meantime, the Investment Bankers 
Association, most outspoken proponent of re- 
vising the act, agreed to confer with the SEC 
on possible amendments to the law. 

Emmett F. Connely, IBA president, said in 
a letter to SEC Chairman Frank, that he is 

“confident that, working together, we will be 
able to formulate appropriate amendment.” 
IBA representatives would, be ready to meet 
with the SEC at any time fixed by the com- 
mission, Mr. Connely said. Chairman Frank 
replied that “your offer to meet with us and 
others of the industry is most welcome,” but 
he did not fix a time for a meeting. 

Publication of the correspondence between 
the IBA and the SEC climaxed a week in 
which proposals to amend the Securities Act 
and Securities Exchange Act gained sudden 
impetus. The movement began when the SEC 
agreed to endeavor to reach an understanding 
with Stock Exchange members and investment 
bankers on amendments which could be 
recommended to the next session of Congress. 
Foremost among the proposed amendments 
was relaxation of the 20-day waiting period 
now required. between the registration and of- 
fering of new securities; imposition of the 
waiting period would be at the discretion of 
the commission and not mandatory. 

A proposed change of rules which would 
eliminate about 75 per cent of the hearings 
being held under the Holding Company Act 
recently received strong endorsement by rep- 
resentatives of utility companies meeting in 
Washington. 

The representatives had been conferring 
with the Securities and Exchange Commis- 
sion, and suggested only a few changes of 


The March of 
Events 


wording. Joseph L. Weiner, director of the 
utilities division of the SEC, presided over 
the conference. It was his division that pro- 
posed the change and was said to have the 
support of all but one member of the 5-man 
commission. Memoranda prepared by the ma- 
jority of the SEC and by Commissioner Rob- 
ert E. Healy, the dissenter, have been made 
public through copies of the proceedings. 

The proposed Rule U-8 would permit cer- 
tain declarations and applications of holding 
companies or their.subsidiaries to become ef- 
fective after thirty days without hearing. In 
general all applications and declarations under 
the act except those under the “death sen- 
tence” (§ 11), relating to reorganization and 
applications for exemption, would be covered 
by the new rule. 

Specifically, the new procedure would relate 
to all applications and declarations under 
§§ 6(b), 10, 7, 12(b), 12(c), 12(d), 12(f), 
and 8(c). 


Cites Need for TVA Defense 
Funds 


A WARNING Of a possible “bottle neck” in the 
national defense program was sounded by 
Senator K. D. McKellar (D., Tenn.) in sup- 
port of a $25,000,000 emergency appropria- 
tion for the Tennessee Valley Authority re- 
quested, of Congress by President Roosevelt. 

Although the Senate Appropriations Com- 
mittee declined to include the new TVA fund 
in the recent $86,000,000 deficiency appropria- 
tion bill, Senator McKellar, said he hoped to 
win congressional approval in the near future. 

“These funds would be used to step up 
electric power needed to increase aluminum 
production for airplanes, nitrates for Army 
munitions, and other essential defense ma- 
terials,” McKellar explained. “The President 
has asked this appropriation, E. R. Stettinius 
of the Defense Council asked this additional 
electric power, and the Budget Bureau recom- 
mended the appropriation.” 

McKellar said most opposition of Senators 
within the committee was to the proposal for 
starting another dam in the TVA area 
(Cherokee dam on the Holston river, about 
35 miles northeast of Knoxville). 

Development of water transportation facili- 
ties along the Tennessee river, TVA Director 
James P. Pope said recently, is a vital part 0 
national defense. In an address prepared for 
delivery before a meeting of city and county 
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officials interested in development of river 
terminals along the Tennessee, Pope said the 
time had come “when the resources of this 
nation, both in men and, materials, must be 
organized for the defense of the country.” 


U. §. Collects from Boulder Dam 


$1,000,000 payment to the United States 
fy stewie was expected to bring to $10,- 
200,000 the amount repaid for construction of 
the $116,000,000 Boulder dam, the office of 
government reports announced last month. 

The demand for Boulder electric energy and 
resultant revenues have outstripped all ex- 
pectations, the office said. After three years 
of power operations at the world’s greatest 
power plant, the gross income was about $2,- 
000,000 ahead of that anticipated when finan- 
cial plans were first drawn up. 

Income for the 1940 fiscal year was ex- 
pected to exceed $4,500,000, bringing power 
plant revenues received, from July 1, 1937, to 
June 30, 1940, under Boulder dam’s 50-year 
power contracts, to approximately $11,300,000. 

When the Bureau of Reclamation makes its 
next $1,000,000 payment, it will bring repay- 
ments to the Treasury for the fiscal year just 
ended to $3,700,000. Gross income from the 
plant has shown steady increases as genera- 
tors of unparalleled size have been installed 
one after the other to meet the unexpected 
demand for power. 


TVA Tax Replacements 
Sanctioned 


HE Tennessee Valley Authority received 
congressional sanction to make contribu- 
tions to states and counties to replace taxes 
formerly paid by public utilities. The House 
endorsed the Norris-Sparkman bill by a vote 
of 205 to 178 despite the insistence of Chair- 
man May of Kentucky of the House Military 
Affairs Committee that the beneficiaries of 
TVA electric rates should make up tax losses 
“and get a taste of what government operation 
in competition with private enterprise means.” 
TVA supporters, among them Majority 
Leader Rayburn, supported the bill as “only 
just and fair.’ The bill came before the 
House for the first time on June 21st as a 
“rider” on the Relief Appropriation Bill. 
Chairman Cannon of the House conferees 
recommended acceptance of the amendment. 
After the vote, it went back to the Senate as 
part of the relief bill, Under the Norris- 
Sparkman bill, 10 per cent of TVA’s power 
revenues in the next fiscal year would be used 
to pay states and counties amounts equal to the 
property taxes they formerly collected from 
generating and transmission facilities the TVA 
acquired from the Tennessee Electric Power 
Company and other utilities. In the payments 
would be 40 per cent of the taxes formerly 
collected on lands acquired for TVA’s dam- 
reservoirs, 
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The payments would amount to about $1,- 
400,000 annually, and while about $900,000 
would go to Tennessee, the rest would go to 
Alabama, Mississippi, Georgia, North Caro- 
lina, and Kentucky. 

The taxes intended to be covered, by the bill 
do not comprise all tax losses occasioned by 
the TVA program, which run about $4,000,000. 


Urges Taking over Railroads 


bY? fer J. Wilgus, engineer and trans- 
portation expert, declared recently that 
the country’s railroads should be taken over 
by the Federal government at once in the in- 
terests of national defense. In an address be- 
fore the summer convention of the American 
Institute of Electrical Engineers, meeting 
jointly with the American Engineering Coun- 
cil, Mr. Wilgus asserted : 

“After all, it is to our means of intercourse 
that we must look for the preservation of our 
civilization, for the continuance of the insti- 
tutions we hold dear. Doubly is this true in 
these days of peril when we must be prepared, 
and that quickly, to back our Army and Navy 
to the limit. Neglect in this, especially in a 
land so broad as ours, may well lose to us 
their fight in our defense, as have the short- 
ages in tanks and airplanes brought defeat to 
the Allies across the sea.” 

He contended that private ownership of 
“our financially stricken disunited railroads is 
doomed,” and, added that “upon their amal- 
gamation into a harmonious whole under Fed- 
eral auspices, their pressing needs for rehabili- 
tation and improvement may be met and some 
form of coordination with their rivals in 
transportation brought about, all in the public 
interest.” 


Dangers of Overvaluation 


| pon J. Raver, Bonneville Power Adminis- 
trator, on June 28th cautioned business men 
of the Pacific Northwest “not to kill the goose 
that lays the golden eggs” by boosting land 
values in the face of industrialists interested 
in establishing new plants to utilize low-priced 
power being developed on the Columbia river 
by the Federal government. 

Speaking before the Portland, Oregon, 
Realty Board, Administrator Raver predicted 
great economic growth in the Pacific North- 
west as the result of the construction of the 
Bonneville and Grand Coulee dams if the long- 
range benefits to the region and its people of 
these developments were not sacrificed to at- 
tempts to make immediate profits. 

After discussing the dangers of overvalua- 
tion of industrial sites, Raver cautioned busi- 
ness men against the other extreme of offer- 
ing tax exemptions to new enterprises, point- 
ing out that such practices would result in one 
city being played off against another, and in 
hard feelings within cities because of discrimi- 
nation. 
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Asks Utility Seizure 


A BILL authorizing the president of Argentina 
to expropriate the physical assets of for- 
eign-owned public service companies operating 
under concessions granted by the government 
was introduced in mid-June by Senator Matias 
Sanchez Sorondo, Independent Democrat. 
Passage of the measure would affect all 
telephone companies throughout Argentina, 
the country’s chief railroads, street car sys- 


tems, subways, and, other transportation facjlj. 
ties, most of which are British-owned. There 
are, however, some American, German, 
French, Italian, and Belgian public Service 
companies in the South American republic, 

The two principal American utility systems 
represented and presumably vulnerable to the 
effects of the proposed expropriation bill, if 
enacted, are American & Foreign Power Co, 
Inc., and International Telephone & Telegraph 
Corporation. 


Arkansas 


Asks Cheaper Gas Rate 


PETITION asking that the Arkansas Louisi- 

ana Gas Company be compelled to reduce 
allegedly discriminatory wholesale rates 
charged the Camden Gas Corporation was 
filed with the Federal Power Commission June 
19th. The complaint was mailed to the com- 
mission by P. A. Lasley of Little Rock, lawyer 
for the Camden company. 

The plaintiff contended that the Arkansas 
Louisiana Company is delivering gas into its 
own local distribution systems in Texarkana, 
El Dorado, Louann, Norphlet, and Smack- 
over at an average rate of 10.61 cents per 
thousand cubic feet. The delivery rate to the 
Camden distribution system, not operated by 
the defendant company, the petition said, aver- 


aged 21.61 cents per thousand cubic feet of gas, 

The complaint said any reduction in rates 
which might be granted would be passed on 
“to a reasonable extent and in an equitable 
manner” to the Camden company’s customers, 
Present rates force the Camden company to 
retail gas at higher prices than consumers pay 
in the other five towns listed, it was said. 

The Camden company filed suit in Pulaski 
Circuit Court May 28th in an effort to recover 
$142,798.37 from the Arkansas Louisiana 
Company. The complaint said the amount was 
the difference between the total it paid, for gas 
purchased between January, 1933, and July, 
1939, and the amount it would have paid had 
it been charged the same wholesale rate as 
the Empire Southern Gas Company of Min- 
den, La. 


Iowa 


Natural Gas Line OK’d 


HE state commerce commission authorized 

the Northern Natural Gas Company of 
Omaha, Neb., to construct a feeder line from 
Ogden to Ames (Ia.). The line also would 
serve Boone, but would run south of that city. 
E. M. Peterson, an attorney, appeared be- 
fore the commission on behalf of the com- 
pany. There were no objectors and the towns 
involved did not send representatives to the 
commission. It was said that the feeder line 


would be constructed of 10-inch pipe and 
would be about 20 miles long. It would con- 
nect with the Northern Natural Gas Com- 
pany’s main line at Ogden. 

Both Boone and Ames now are served by a 
gas manufacturing plant operated at Boone 
by the Iowa Electric Light & Power Com- 
pany. The line extends as far as Nevada. It 
will not be disturbed by the new arrangement, 
but it was indicated, that some time in the 
future the natural gas line probably would be 
extended to Nevada from Ames, 


Kentucky 


TVA Contract Held Invalid 


HE court of appeals, Kentucky’s highest 
tribunal, upheld invalidation of a pro- 
posed contract between the city of Middles- 
boro and the Tennessee Valley Authority for 
the city’s purchase of electric power. 
The appellate court, affirming Bell Circuit 
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Court, held that the city failed to comply 

with laws which require the advertisement of 
bids before a city may enter into a contract 
for more than $500. 

The contract was attacked by the Kentucky 
Utilities Company. It was said to have been 
approved by the city commission in Decem- 
ber, 1938. 
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Louisiana 


Gas Tax Measure Amended 


HE ways and means committee of the 
Ti house of representatives last month 
amended an administration revenue measure 
so as to cut the proposed processing tax on 
natural gas from 23 cents per thousand cubic 
feet to 4 cent per thousand cubic feet. 

In addition to this compromise provision, 
the ways and means committee wrote an 
amendment into the bill which described this 
tax as “an emergency” measure, to remain in 
force only until the conclusion of the legisla- 
tive session of 1942. 


The senate finance committee subsequently 
approved the measure. A proposal to increase 
the levy was rejected. 

The natural gas tax, it is estimated, will 
produce about $1,750,000, and is one of the 
administration’s revenue-producing sources 
which is intended to take the place of the one 
per cent general sales tax enacted at the 1938 
session of the legislature. 

The natural gas tax measure as originally 
drawn, it was estimated, would have yielded 
approximately $8,000,000 or about $2,000,000 
more than the $6,000,000 that has been pro- 
duced by the one per cent general sales tax. 


Minnesota 


Approves Continuation of 
Service 


fm St. Paul city council gave unanimous 
final approval to ordinances which would 
permit the Northern States Power Company 
to continue its electric, gas, and steam-heating 
business in St. Paul until December 31, 1946. 
The company has been operating under a per- 
mit expiring December 31, 1941. The ordi- 
nances passed recently add an additional five 
years to the permit. 

These ordinances give the city the right to 
review the rate schedules after expiration of 


the present permit December 31, 1941. The 
company is also given the right at any time 
during the 63-year period to go to the city for 
increased rates in the event operating expenses 
of the company increase over and, above a 
normal increase due to the growth of busi- 
ness through causes beyond its control. In 
the event of such changed conditions, the 
company would be entitled to a revision of 
its rates to offset such increases, provided that 
such revised rates shall be just and reasonable 
and subject to reasonable regulation by the 
council. The company also agreed that be- 
fore expiration of the extended permit, it 
would negotiate with the city for Fades. 


Nebraska 


Rejects Power Purchase 


J roe voters, by a majority of more 
than 8 to 1, defeated at a special election 
in June a proposal to purchase local proper- 
ties of the Nebraska Light & Power Company 
by issuing $425,000 in revenue bonds to finance 
the deal. 

The total vote was 136 for and, 1,110 against. 


To Extend Maturities 


TIME extension on bond retirement for 

“A Nebraska’s three major hydroelectric 
districts and codrdination of their activities 
under a newly created board of managers was 
recently announced, 

Under the plan, the $40,000,000 in bonds out- 
standing on the three projects would be re- 
tired over a considerably longer retirement 
time, but at the same average interest rate, 
which is 4 per cent. Originally the bonds 
were to retire in thirty years. 

Managers of the three districts—Loup, Tri- 
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County, and Platte Valley—now individually 
responsible to their three directing boards, 
would be organized as a coérdinating board, 
directing the three districts for power, water 
storage, and water distribution as conditions 
warrant. 


To Buy Power Plant 


HE Consumers Public Power District con- 

tracted to sell a $1,240,000 bond issue to 
John Nuveen & Company, of Chicago, to buy 
outright the Columbus division of the North- 
western Public Service Company. 

The district has been operating the property 
since October, 1939, under a lease-purchase 
plan, paying 5 per cent interest, and under the 
new plan would be able to save about $20,000 
a year, officials said, since the bonds bear only 
a 34 per cent rate. The securities are 25-year 
serial bonds. Bond, company officials indicated 
the Nuveen firm planned to syndicate them. 

Consumers District representatives promised 
additional rate reductions as a result of the 
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interest saving. They said lower schedules 
would be prepared for street-lighting, com- 
mercial, and industrial users. 

Completion of financing arrangements rep- 
resented a climax of Consumers’ plans to ob- 
tain Northwestern’s property in this area. The 


district’s agreement with the firm contained a 
provision from the state that outright pur. 
chase would be possible, should the district 
obtain funds for it. The district distributes 
power purchased from the Loup River Public 
Power District. 


New Jersey 


Utilities Favored in Tax Case 


B gnc City and Hoboken failed in the state 
supreme court to obtain an order requiring 
payment of millions of dollars in gross re- 
ceipts and franchise taxes by public utility 
corporations under a system favorable to them. 
Approximately $26,000,000 in 1938 and 1939 
taxes, some of which has been paid, is in- 
volved in the litigation. Payment by the utili- 
ties has been held up by the dispute. 

The case hinged on the method of assess- 
ment to be used in determining the shares of 
various municipalities in the levies—the valu- 
ations of local assessors or those of State Tax 
Commissioner J. H. Thayer Martin. The legis- 


lature transferred the assessment power from 
local assessors to Mr. Martin. The courts 
ruled the legislation unconstitutional. 

After the legislature passed two 1940 laws 
validating Mr. Martin’s assessments for 1938 
and 1939 and two others establishing his meth- 
od for future use, Jersey City and Hoboken 
won a supreme court decision that the 
validating acts were unconstitutional. 

Senator Edward P. Stout of Hudson asked 
for a payment order under that decision. The 
court said it was concerned only with the con- 
stitutionality of the acts and could not grant 
his request. It was expected the case would 
go to the court of errors and appeals again 
for further review. 


New York 


Rate Cut Ordered 


HE Queens Borough Gas & Electric Com- 

pany was denied permission by the state 
public service commission to change several 
of the concern’s rate schedules. The commis- 
sion adopted instead a recommendation by 
Chairman Maltbie requiring temporary de- 
mand rates effective on July Ist, which would 
save the customers of the company about 
$100,000 annually. 

These rates call for a demand charge as 
follows: First kilowatt of maximum demand, 
no charge; all use in excess of one kilowatt, 
$1.65 a kilowatt. Emergency charge: First 
12 kilowatt hours or less (on a meter in a 


month), $1; next 42 kilowatt hours, 6 cents 
each hour; next 42 kilowatt hours to a kilo- 
watt of maximum demand, but not less than 
130 nor more than 370, 4.5 cents each; all ex- 
cess kilowatt hours, 2 cents each. 

No monthly bill, except for minimum 
charge, was to exceed $1 for the first 12 kilo- 
watt hours or less. The next 63 kilowatt hours 
are to be at 6 cents each, and the following, 
1,475 kilowatt hours, at "4.5 cents each. Ail 
use in excess of 1,550 kilowatt hours was to 
be at 3 cents each. 

The minimum charge would be $1 a meter 
a month, plus 50 cents a kilowatt in excess of 
one kilowatt of the maximum demand per 
month. 


North Carolina 


Favors Hydro Plants 


HE North Carolina Utilities Commission 
gave its approval to the construction of 
two giant hydroelectric projects in the extreme 
western part of the state—one on the Nanta- 
hala river in Macon county and the other on 
the Tuckaseegee river in Jackson county—by 
the Nantahala Power & Light Company of 
Franklin, 
The two undertakings, estimated to cost be- 
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tween $10,000,000 and $15,000,000, were neces- 
sitated by increasing needs of customers pro- 
ducing war materials, as well as the require- 
ments of other users, representatives of the 
firm told Utilities Commissioner Stanley Win- 
borne. 

The power company on July 1st signed con- 
tracts with the Morrison-Knudsen Company 
for construction of the Glenville hydroelectric 
project and with the Utal Construction Com- 
pany for the building of the Nantahala project. 
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Ohio 


To Double Plant Capacity 


0 meet anticipated increases in power de- 
y gto in the Cleveland area as a result 
of the national defense program, Cleveland 
Electric Illuminating Company is doubling the 
capacity of its new power plant now under 
construction, according to Eben G, Crawford, 
president. ; 

A second 60,000-kilowatt turbo-generator 
would be installed at a cost of $1,900,000. This 
additional unit, together with the 60,000-kilo- 
watt unit called for in the original plans, an- 
nounced last fall, would increase generating 
capacity of the company’s system by about 25 


per cent and would bring total cost of the new 
plant to $8,200,000. The first unit is scheduled 
for completion in May of 1941, and the sec- 
ond unit about a year later. 

“The company’s present electric generating 
capacity exceeds by a substantial margin any 
demands we have had, so far, or any normal 
demands we can foresee in the near future,” 
Mr. Crawford said. “However, we have de- 
cided to order the second generator at this 
time as insurance for the future, especially 
since national defense preparedness is expected 
to bring abnormal industrial activity in the 
Cleveland area and corresponding increases in 
demand for power,” he said. 


AR 
Oklahoma 


May Take Part of GRDA Power 


HAIRMAN Ray McNaughton of the Grand 
C River Dam Authority recently confirmed 
reports that consideration was being given a 
proposal of a 10- or 15-year contract by which 


Oklahoma Gas & Electric Company would 
take one-fourth of all Grand River Dam Au- 
thority power. 

The agreement, subject to PWA approval, 
would call for the utility to take 4,420,000 
kilowatt hours monthly. 


Pennsylvania 


Gas Pipe Line Proposed 


PROPOSAL to build 117 miles of pipe through 

Pennsylvania to carry natural gas from 
West Virginia into Binghamton, N. Y., re- 
cently went before the state public utility com- 
mission for hearing. 

The application was made by the Manufac- 
turers’ Light & Heat Company, the Pennsyl- 
vania Fuel Supply Company, and the Manu- 
facturers’ Gas Company. The line would be 
built for the Home Natural Gas Company of 
Binghamton, an affiliate of the three firms, 
which have headquarters in Pittsburgh. 

The project includes a new compressor sta- 
tion and dehydration plant near Ellwood City, 
another compressor station near Brookville, 
and three measuring stations. The cost is 
estimated at $1,684,759. The sum would be bor- 
rowed, by the three Pennsylvania companies 
from their parent firm, the Columbia Gas & 
Electric Corporation. 


Gas Rate Case Settled 


Tz state public utility commission swept 
the 84-year-old Williamsport natural gas 
case from its book in an order finding that 
rates of the Pennsylvania Power & Light 
Company “did not produce unreasonable or 
excessive returns.” 
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The case is second only in length to a rate 
case that ran for fourteen years against the 
Pennsylvania Gas (Company. The commission 
stated : 

“It necessarily follows that no reparations 
are due or payable on account of natural gas 
service charges for the period prior to Febru- 
ary 15, 1940.” 

In a 4+to-1 decision, the commission ar- 
ranged for amicable settlement between the 
city of Williamsport and the power company, 
effective February 15th, in which the PP&L 
agreed to an approximate $114,000 annual re- 
duction in revenues and $100,000 to the city 
as “partial reimbursement” for its legal ex- 
penses. The commission noted that “this 
marks the first time in rate regulation in 
Pennsylvania that a public utility has agreed 
to pay rate case expenses of a complainant.” 


Orders Gas Rate Hike 


HE state superior court recently permitted 
the Peoples Natural Gas Company of 
Pittsburgh to make an immediate increase in 
rates to small consumers. But the gas com- 
pany must post a big bond, the court ruled, 
so that if subsequently the firm failed to prove 
that the higher rates were justified, the con- 
sumers would get their money refunded. 
The court’s decision was a reprimand to the 
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public utility commission, which last February 
15th refused to permit the rate increase. The 
Peoples Natural Gas Company appealed the 
refusal. The superior court ruling was a 3- 
point opinion: 

1. The company’s appeal against the com- 
mission order was sustained. 

2. The rate case was tossed back to the 
commission for further hearing. 

3. The new rates, meanwhile, go into effect. 

The increased earnings, the company esti- 
mated, would boost the firm’s revenue about 
$1,200,000 a year. About 149,000 customers 
scattered in 11 western Pennsylvania counties, 
principally Allegheny and Westmoreland, 
would pay the higher bills. 


Farming Out Utility Litigation 


Fy ordinance permitting the farming out of 
utility litigation to a private firm was 
tabled, for the second time on June 25th by the 
Pittsburgh city council. At the same time 


council indicated interest in a rate case against 
the Duquesne Light Company. 

Turned down was an ordinance for mem- 
bership in the Pennsylvania Public Ownership 
League, which sought a $20,000 fee, and 20 per 
cent of any rebate obtained by successfy| 
termination of a rate case. League Represent- 
ative Harry Bastow argued that membership 
in the league would save the city money. 

The motion to table the ordinance was made 
by Councilman Fred W. Weir, and seconded 
by Council President James L. O’Toole. Mr. 
O’Toole explained that action in tabling the 
motion was not a solution of the problem but 
merely a refusal “to retain the services of this 
group.” 

Mr. Bastow said, he had gone to Mayor Cor- 
nelius D. Scully and sought to have the city 
enter proceedings with the PUC in a last 
minute attempt to possibly save $15,000,000 in 
reparations for western Pennsylvania. He esti- 
mated the city would obtain fully a half-year’s 
electricity free as its share of the refund. 


- Rhode Island 


Investigation Termed Needless 
— that his department had been in- 


vestigating electric rates throughont the 
state for several months, Horace L. Weller, 
director of the state department of business 
regulation, recently termed needless a_reso- 
lution by Mayor John F. Collins of Provi- 
dence asking the department to make such an 
investigation. 

The board of aldermen on June 20th re- 
ferred the resolution to a special joint com- 
mittee appointed to investigate rates. The 
resolution went to the committee after two 
aldermen had, protested consideration of the 
resolution. 

Weller said his department’s investigation 
of rates was almost completed and that the 
mayor’s resolution might hinder progress of 
the probe. He said Public Utilities Adminis- 


trator Benjamin M. McLyman had _ been 
studying the rates “to determine whether and 
to what extent further rate reductions would 
be in order this year.” 

William Webster, vice president of the Nar- 
ragansett Electric Company, said his company 
had no comment to make in the matter. 

The joint special committee on July 1st voted 
to have its clerk write the Federal Power 
Commission at Washington requesting a list 
of electric rates charged by cities comparable 
to the city of Providence in size and the 
amount of power used. It also instructed, its 
clerk to write the president of the Narragan- 
sett Electric Company and obtain from him 
if possible the total valuation placed by the 
concern on its plant and equipment. 

The resolution declared that rates charged 
by the Narragansett Company are, the FPC 
has indicated, among the highest in the nation. 


Wisconsin 


PSC Studies Gas Firm 


HE state public service commission late 

last month was reported to have started 
its investigation of the Independent Natural 
Gas Company, of Bartlesville, Okla., a sub- 
sidiary of the Phillips Petroleum Company, 
which had applied for permission to pipe and 
sell natural gas in Wisconsin. 

The commission ordered the natural gas 
utility to furnish it with the company’s books 
in order to investigate accounts, practices, and 
activities of the company and to make an ap- 


praisal of the utility’s financial condition. The 
commission will assess the utility the cost of 
its investigation. 

The Independent Natural Gas Company 
seeks to construct facilities to pipe natural 
gas into the state from its fields in Texas. 
The utility estimates the pipe line will cost 
about $28,698,000. The main pipe line will be 
located near Milwaukee with lateral lines to 
points at or near Madison, Racine, Beloit, 
Fond du Lac, Sheboygan, and other inter- 
mediary southern points in the state of Wis- 
consin, 
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The Latest 
Utility Rulings 


Federal Power Commission Assumes Jurisdiction 
Over Wholesale Gas Rates 


HE Mississippi River Fuel Corpo- 
Ege was ordered by the Federal 
Power Commission not to increase rates 
for wholesale gas sold to the Laclede 
Gas Light Company, after the commis- 
sion had disposed of objections to its 
jurisdiction. The commission held that 
the company had the burden of proof to 
sustain the increases proposed and that 
it had failed to produce evidence which 
was affirmative, concrete, and persuasive 
in order to discharge that burden. 

The jurisdiction of the commission 
over the Mississippi company and its 
transactions with the Laclede Company 
was contested on several grounds. In 
the first place it was argued that the 
wholesale company had been organized 
and always operated as a private corpo- 
ration, had dealt by private contracts 
only with selected customers, had never 
held itself out to serve the public, had 
not exercised powers of eminent do- 
main, and had not dedicated its property 
toa public use. Application of the Natu- 
ral Gas Act to it, an allegedly private 
enterprise, was said to constitute a tak- 
ing of property without due process. 

The commission was of a contrary 
opinion. It refused to pass on the va- 
lidity of the Natural Gas Act but held 
that under the terms of the act this com- 
pany and its business were subject to 
regulation. Notwithstanding charter 
provisions, the company was actually 
selling natural gas to industries and to 
distributing companies for resale for 
general public consumption. It was said 
that the facts in the record obviously 
negatived the assertion that the com- 
pany’s business was a private one un- 
affected with a public interest. A con- 
tention that its charter provisions were 
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determinative of its status was said to 
be untenable, as the real test of the ap- 
plication of Federal power is not what 
a corporation is authorized to do or what 
its charter forbids it to do, but what it, 
in fact, does. 

It was also urged that even if the 
company were subject to the Natural 
Gas Act, its prices to the Laclede Com- 
pany were immune from regulation be- 
cause they were contained in contracts 
entered into before the act became law. 
Such contention, the commission be- 
lieved, must be rejected “for the con- 
trary has been so repeatedly held by the 
Supreme Court that the question is no 
longer open.” Midland Co. v. Kansas 
City Power & Light Co. 300 US 109, 
17 PUR(NS) 113. 

The further contention was made that 
the instrument filed by the company, 
designated as a supplement to a rate 
schedule, did not constitute a change of 
rates or charges or a new schedule, as 
was contemplated under §4 of the 
Natural Gas Act, because the increased 
rates and charges proposed by the sup- 
plement were prescribed pursuant to the 
agreement between the companies dated 
October 23, 1931. The commission, 
however, held that it had power to sus- 
pend any change or new schedule of 
rates pending a hearing; and, said the 
commission : 

The proposed increased rates and charges 
in this case represent a change from those 
now being charged and are new in that 
sense. Following the principle of Pro- 
ducers Transp. Co. v. Railroad Commis- 
sion, 251 US 228, PUR1920C 574, and Mid- 
land Co. v. Kansas City Power & Light Co. 
300 US 109, 17 PUR(NS) 113, that a prior 
contract cannot affect present regulation, 


we hold that the proposed increased rates 
and charges constitute a “change” in rates 
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and charges and a “new schedule” within 

the meaning of § 4 of the Natural Gas Act. 

The provisions of the Natural Gas 
Act, it was also asserted, were inappli- 
cable as to the sale of natural gas to the 
Laclede Company because the act ap- 
plies only to the sale of natural gas “for 
resale.” 

The point was urged that the La- 


clede Company mixed the gas it pur- 
chased with artificial gas and that the re- 
sulting gas was a different gas for re- 
sale; therefore, Laclede did not sell 
natural gas and it did not purchase the 
natural gas “for resale.” The commis- 
sion rejected this argument. Re Mis- 
sissippi River Fuel Corp. (Opinion No. 
46, Docket No. G-150). 


Denial of Telephone Service Used for Criminal 
Purpose or for Improper Purpose 


Tt HE Michigan Bell Telephone Com- 
pany was authorized by the Michi- 
gan commission to amend its rules re- 
lating to discontinuance of telephone 
facilities when used for criminal of- 
fenses or when so used as to affect in- 
juriously the efficiency of the company’s 
plant or services. These subjects are 
covered by two rules of the company. 
One rule provided for discontinuance 
if objection to continuance is made by 
or on behalf of a governmental au- 
thority. The commission authorized an 
amendment so as to provide for such 
service denial, after notice, whenever a 
judge or certain designated law enforce- 
ment officers should represent in writing 
to the company that he has probable 
cause to believe that the service fur- 


nished at a designated location is being 
used in furtherance of the commission 
of a specified criminal offense and in 
such writing shall request that service 
be terminated. A limitation was in- 
serted, however, to except cases in which 
the company is restrained by order of a 
court of competent jurisdiction from 
discontinuing service. 

The rule relating to improper use was 
amended to authorize immediate can- 
cellation of service if the use of the fa- 
cilities or the manner of use tends to af- 
fect injuriously the efficiency of the gen- 
eral plant or service, or if a service or 
facility is used in a manner which sub- 
stantially impairs the service of a par- 
ticular customer. Re Michigan Bell 
Telephone Co. (T-252-40.17). 


World Conditions and Preparedness Activities Require 
Suspension of Final Action on Rates 


HE New Jersey Board of Public 
Utility Commissioners suspended 
final action and decision in a proceeding 
to obtain reductions in electric rates be- 
cause of existing world conditions which 
would make any conclusion as to value 
of property, operating expenses, and 
rate of return unstable for any reason- 
able period in the future. The commis- 
sion in taking this action imposed condi- 
tions, however, to protect the public in- 
terest. 
International conditions, it was 
pointed out, had already affected the fi- 


nancial markets and price levels. The 
continuation of the war in Europe and 
preparedness activities of the Federal 
government, if past experience counts, 
said the board, would further affect such 
markets and price levels. The immedi- 
ate future in its effect upon factors en- 
tering into rate making by order was 
said to be highly uncertain. This uncer- 
tainty was indicated by the probability 
of increased Federal income and other 
taxes to finance national defense. The 
board continued : 

Last World War conditions, even before 
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our entry into the conflict, brought with 
them changing price levels to such an extent 
as to make the determining of fair value, 
operating costs, and fair rates impracticable 
through the process of formal proceedings, 
and the employing of such process had to 
be delayed until abnormal fluctuating eco- 
nomic conditions had again been replaced 
by conditions of some degree of stability. 


As a condition of the suspension of 
final action the board required the com- 
pany to file schedules of rates satisfac- 
tory to the board effecting a negotiated 
reduction and to file an acceptance of 
terms and conditions set forth by the 
board. The board retained complete 
jurisdiction to ascertain the effect of the 
reduction upon the company’s revenue 
and to take such further action as might 
be required. 


The company was called upon to 
waive all statutory limitations affecting 
retention of such jurisdiction and by 
such waiver to estop itself from raising, 
before the board or any court, any ques- 
tion of the effectiveness of such retained 
jurisdiction. The company was also re- 
quired to file with the board monthly re- 
ports showing the effect of the reduc- 
tion on revenues and expenses. 

The classification of customers and 
the available schedules of rates, said the 
board, had been complicated over the 
years. 

The company was therefore re- 
quired to join with the experts of the 
board’s staff in further study to achieve 
simplification of these schedules. Re 
Jersey Central Power & Light Co. 


Inequalities in Telephone Rates Called 
Discriminatory 


A TELEPHONE company was author- 
ized by the Michigan commission to 
put into effect at one of its exchanges re- 
vised rates for local telephone service 
and to discontinue no-charge “toll” 


service between exchanges. Existing 
rates were found to be unlawfully dis- 
criminatory. 

Rates at this exchange were found to 
be lower than rates for the same type of 
service at other exchanges of like size. 
Rates for extension stations were lower 
in the case of business service and 
higher in the case of residence service 
than the level of prevailing rates in the 
territory generally. Existing rates for 
extension bells of the ordinary type were 
higher than the rates generally applica- 
ble in the territory. Existing rates did 
not provide for exchange line mileage 
charges otherwise applicable to custom- 
ers with urban classes of service out- 
side the base rate area. These exchange 
tates at present provide for service to 
lodges and churches at a lower rate than 
the regular charge for comparable serv- 
ices furnished to other customers at the 
exchange. All the foregoing rates, 
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charges, and practices were held to be 
preferential and discriminatory and not 
according to modern practices. 

A predecessor company, through a 
rural line, had provided a single direct 
telephone circuit between two ex- 
changes. This circuit was used to fur- 
nish unlimited interexchange of traffic 
on a no-charge basis, subject to the use 
of the circuit by rural customers. Since 
acquiring the property the present com- 
pany had continued the free and un- 
limited use of the circuit, and to provide 
more adequate service to rural custom- 
ers had constructed new rural telephone 
lines to which the customers were trans- 
ferred. 

Later the company had provided other 
adequate facilities for toll message serv- 
ice between the exchanges at rates and 
charges based on airline distances. As a 
result of continuing the free telephone 
circuit, practically no messages between 
the exchanges were being placed over 
these regular toll circuits. Unreasonable 
discrimination was held to exist under 
the circumstances. Re Michigan Bell 
Telephone Co. (T-252-40.5). 
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Rights of Minority Stockholders upon 
Sale of Utility Property 


7 supreme court of New Hamp- 
shire discharged a bill brought by 
a minority stockholder to enforce an 
alleged obligation to retire his stock at 
its call price, or to have the transfer and 
sale of the defendant public utility’s 
property and business to another public 
utility set aside. The court also held that 
the plaintiff had mistaken his remedy. 

At the outset it was held that the trans- 
fer of a public utility’s property to an- 
other one having been found by the com- 
mission to be in the public interest and 
having been duly authorized and ap- 
proved by the commission, the authority 
given was an exercise of the power of 
eminent domain in the public interest in 
respect to the power company’s dissent- 
ing stockholders. 

The court said that the stockholders 
who were willing to sell their interest in 
the company pursuant to a transfer of 
its business and property to another pub- 
lic utility as authorized by the commis- 
sion owed no fiduciary duty to the dis- 
senting stockholders to vote against the 


transfer, since the statute permitting 
corporate consolidation, by its provision 
for the rights of dissenting stockholders, 
implies that the stockholders voting for 
consolidation have no relationship as 
trustees towards the dissenters in casting 
their vote. 

With respect to the plaintiff’s choice 
of remedy, it was stated: 


The public service commission’s assent to 
the transfer was valid. It was a term of 
the assent necessarily implied that the trans- 
fer was subject to the condemnation stat- 
ute. The plaintiff may claim that the 
transfer is ineffective to impair his security 
for payment, but not that the transfer is 
invalid. 

It follows that the plaintiff has mistaken 
his remedy. If he is dissatisfied to take the 
amount offered for his stock, his relief is 
by proceeding under the statutory method 
marked out (P. L. Chap. 246, § 25 et seq.). 
By amendment this proceeding may invoke 
it. The issue of fact to be tried will be 
the market or best ascertainable value of his 
stock on the date of the transfer of the 
power company’s property August 8, 1936. 


Perkins v. New Hampshire Power Co. 
et al. 11 A(2d) 811. 


SEC Sees No Reason for Delay in Filing Answer 
In Integration Case 


nN application by the Electric Bond 
and Share Company and its sub- 
sidiary companies for a postponement 
of the date for filing answers in an inte- 
gration proceeding under §11(b) (1) 
of the Holding Company Act was denied 
by the Securities and Exchange Com- 
mission on the ground that a simple 
answer might be filed without extensive 
research. In the absence of any intent 
to formulate and present any integration 
program at the present time, there ap- 
peared to be no occasion for further 
delay in the progress of the proceeding. 

The notice and order contained alle- 
gations as to the facts relating to the 
holding company system, and it was said 
that if any erroneous statements of fact 
had been made, a brief scrutiny of 
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records in the main offices would un- 
questionably suffice to disclose the error. 

Whether the respondents chose to 
admit, deny, or otherwise explain their 
position regarding the allegation that the 
system was not an integrated public 
utility system, the commission was un- 
able to perceive the need for the type of 
extensive research which was described 
in the application for delay. Such re- 
search, it was said, might be necessary 
in the preparation of evidence for pur- 
poses of hearings, but the only immedi- 
ate problem was to file a simple answer 
admitting or denying or taking any other 
position in regard to this and other alle- 
gations of the notice and order. Re 
Electric Bond and Share Co. et al. (File 
No. 59-3, Release No. 2038). 
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New York Commission Adopts New Rules for 
Extensions of Water Service 


s the result of a commission investi- 
A gation of the rules, regulations, 
and practices of waterworks corpo- 
rations in respect to the installation and 
maintenance of services and connec- 
tions, the New York commission 
adopted rules applicable throughout the 
state. A great diversity in practice 
among the water companies was found 
to exist. By far the larger number of 
services had been constructed by con- 
sumers who furnished all the material 
and paid for all the work except the tap- 
ping of the main and insertion of the 
corporation stop, which was placed by 
the company for a tapping fee. Mainte- 
nance was usually paid for by the con- 
sumer as he paid the cost of installation. 

The commission ruled that the cost of 
service pipe and meter should not be in- 
cluded in any surcharge for extensions, 
as the expense for such facilities should 
be and normally is included in the regu- 
lar rates, regardless of whether con- 
nected to a main already laid or to a new 
main laid under the new rule. It was 
considered reasonable to reduce a 100- 
foot standard to 75 feet in the rule relat- 
ing to surcharges on main extensions. 
As amended, the rule would require the 
water companies to construct at their 
own expense only 75 feet of main for 
each customer. 

It was held to be reasonable to require 
all water pipes within public streets to 
be constructed and maintained at com- 
pany expense. Most of the companies 


had adopted the practice of furnishing 
service pipes to the curb instead of the 
property line. It had been argued that 
in many cases the street line is not well 
defined, that the area between the prop- 
erty line and the sidewalk is frequently 
occupied by customers’ lawns and gar- 
dens, and that damage suits would result 
from disturbance of the sidewalk area 
by a public utility. These objections 
were not convincing to the commission, 
which said : 


The property owner should not be re- 
quired to provide or pay for a service be- 
yond the area which he owns. It is the com- 
pany’s duty to construct, provide, and main- 
tain property in the streets. The franchise 
covers the use of public property, not pri- 
vate property. It may well be contended that 
the inhabitants cannot be supplied unless 
the pipe is laid to their property line. 


There was held to be no basis for dif- 
ferent rules in the city of New York. 
Reasonableness, it was said, is not meas- 
ured by what the city authorities do or 
do not do in operating a water plant. 
In several respects, in the opinion of the 
commission, the city of New York oper- 
ated its system unreasonably. It made 
consumers pay a year in advance. It 
demanded 7 per cent interest on delin- 
quent accounts. It made _ property 
owners and consumers pay for part of 
the water system that was not on their 
property but on the city’s property—the 
public streets. Re Rules, Regulations, 
and Practices of Water Works Corpo- 
rations (Case Nos. 8952, 9328). 


7 


Interstate Motor Carrier Operations to 
Evade State Regulation 


HE Pennsylvania commission, in 

holding that a motor carrier com- 
pany had operated within the state un- 
lawfully without authorization, found 
that transportation between two points 
in the state over a route passing outside 
of the state was not in good faith but 
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was a mere subterfuge. Drivers in- 
structed to use an interstate route had 
in several cases used intrastate routes, 
and it was held that the company had 
acquiesced in such conduct. It was said 
by the commission : 

The cumulative effect of the evidence pro- 
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duced against respondent is conclusive. 
Starting with the thinly disguised and ap- 
parent attempt to avoid intrastate regula- 
tion by routing freight via Wilmington, 
Delaware, we have the statements of the 
drivers and admission of respondent’s 
manager that they had knowledge that even 
the thin disguise was often disregarded. 
Nothing more than half-hearted, ineffectual 
efforts were ever made to enforce it. 

It seems that the proper tests of intra- 
state carriage should be the intent of the 
carrier as measured by the normal, regular, 
or usual route of carriage and the origin 
and destination of the shipment. 


The commission said it could go even 
further by stating that a mere deviation 
of shipments across the state line does 
not alter the fundamental undertaking. 


The origin and destination of the ship- 
ments were wholly intrastate. Even if 
it had not been shown that the normal 
route for such shipments had taken the 
shipments through other states, such 
fact in itself would not alter the car- 
rier’s intent to perform an intrastate 
operation. State boundaries, it was said, 
are for the purpose of defining govern- 
mental limitations but do not operate as 
a barrier to intrastate commerce if natu- 
ral conditions suggest crossing the state 
line to reach more easily another point 
in the originating state. Pennsylvania 
Railroad Co. v. Monark Motor Freight 
System, Inc. (Complaint Docket No. 
12718). 


Other Important Rulings 


HE Washington Supreme Court 

held that an ordinance granting two 
franchise rights, one of which is refer- 
able and against which a valid referen- 
dum petition has been filed, and the other 
of which is not referable, is void in that it 
contains two incongruous grants. The 
right of the voters to demand a referen- 
dum, it was held, in respect to a refer- 
able franchise should not be defeated by 
the inclusion of that franchise in such 
an ordinance. Washington Water 
Power Co. et al. v. Rooney et al. 101 
P(2d) 580. 


The supreme court of North Carolina 
held that a municipality could not con- 
demn a portion of a county homesite or 
of the public highways, in connection 
with the construction of a hydroelectric 
project, in the absence of legislative au- 
thority given in express terms or by 
necessary implication. Property de- 
voted to one public use could not be 
condemned for another public use. Yad- 
kin County v. City of High Point et al. 
8 SE(2d) 470. 


The supreme court of Oklahoma has 
held that where the corporation com- 


mission is engaged in hearing a proceed- 
ing dealing with the general investiga- 
tion of rates and during the proceeding 
the applicant calls up for hearing a pro- 
ceeding or application to establish 
temporary rates which has been filed 
and the corporation commission refuses 
to hear the same during the proceeding 
to investigate the rates, such order is not 
an appealable order under the state Con- 
stitution and laws relating to appeals. 
Southwestern Bell Telephone Co. v. State 
et al. 101 P(2d) 798. 


The New York commission, in a case 
where it held that the company had failed 
to sustain the burden of proof in sup- 
port of increased gas rates, ruled that 
contributions made by others should be 
deducted from the rate base, that a fair 
price for gas sold for resale cannot be 
determined without knowing the items 
of cost to the seller and the relation of 
peak loads, that no allowance should be 
made for contingencies in the absence 
of supporting evidence, and that it is not 
possible to fix a depreciation allowance 
where the original cost cannot be deter- 
mined from the record. Re Long Beach 
Gas Co. (Case Nos. 9815, 9838). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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FEDERAL POWER COMMISSION 


Re Otter Tail Power Company 


[Opinion No. 45, Docket No. IT-5544.] 


Statutes, § 17 — Interpretation — Act considered as a whole. 


1. All the provisions of the Federal Power Act must be examined to 
ascertain the congressional intention, p. 259. 


Statutes, § 11 — Interpretation — Avoidance of absurd consequences. 


2. Statutes should not be literally interpreted at the expense of the rea- 
son of the law and so as to produce absurd consequences or flagrant 
injustice, p. 259. 

Statutes, § 19 — Interpretation — Federal Power Act — Liberal construction. 
3. The Federal Power Act is a highly remedial one, filling a manifest want, 
is worthy of a hopeful future, and on well-settled legal principles is to 


be liberally construed to further its life and purpose by advancing the 
benefits in view and retarding the mischiefs struck at, p. 259. 


Electricity, § 2 — Powers of Federal Commission — Wholesale service to 
municipalities. 

4. The Federal Power Commission has authority over interstate whole- 
sale rates charged to municipalities by public utilities otherwise subject 
to Commission jurisdiction, notwithstanding the provision of § 201(f), 
16 USCA § 824, that no provision shall apply to a political subdivision 
of a state unless such provision makes special reference thereto, which 
provision was expressly inserted to inhibit regulation of the activities 
of a municipality in the transmission or sale at wholesale of electric 
energy in interstate commerce, p. 259. 


Rates, § 641 — Necessary parties — Utility customers. 
5. Commission jurisdiction over rates which a power company charges 
to certain customers is not barred because these customers are not made 
parties to the rate proceeding, p. 262. 


Discrimination, § 96 — Electric rates — Wholesale service — Comparison. 

6. An electric company, by its failure to make available to other com- 
munities and companies the same rate voluntarily charged to one cus- 
tomer whose rates have been fixed by bargaining, unlawfully discriminates 
against such other customers in violation of the pertinent provisions of 
the Federal Power Act, where the customers involved are all in the same 
class and there is an absence of showing that substantial lawful differences 
in cost of service or operating conditions exist, p. 263. 


Discrimination, § 26 — Rate differences — Other considerations as reason. 
7. A public utility company has no standing to assert a claim that there 
are special considerations involved in its dealings with one customer 
which are reflected in the rates to that customer so that the money which it 
receives does not represent the entire consideration for service rendered, 
in defending such rates against a charge of discrimination, p. 267. 
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Discrimination, § 20 — Consideration other than money. 
8. A public utility rate must contain the entire consideration for the sery- 


ice rendered, p. 267. 


Discrimination, § 14 — Rates — Effect of reasonableness. 


9. One rate in its relation to another rate may be discriminatory although 
each rate in itself, if considered independently, might fall within the zone 


of reasonableness, p. 267. 


Discrimination, § 14 — Rates — Removal. 
10. Unlawful discrimination in rates when found must be removed, p. 


267. 


Discrimination, § 96 — Electric rates — Wholesale service. 
11. The reasonable wholesale rate for any class of customers must, un- 
der the provisions of the Federal Power Act, be not higher than the 
lowest rate charged by the vendor utility to any customer for the same 
class of service under the same or substantially similar conditions, p. 


267. 


Discrimination, § 19 — Rates — Method of removal — Availability of schedule. 


12. A power company which unlawfully discriminates in favor of one cus- 
tomer to which it voluntarily furnishes electricity at wholesale under a 
contract rate should remove such discrimination by making the contract 
rate available to other customers, p. 267. 


(Drarer, Commissioner, concurs in part and dissents in part; 
Manty, Commissioner, dissents.) 


[May 1, 1940.] 


Or to show cause to determine whether rates charged 

by wholesale power company to one customer should not 

be made available to others; company ordered to make such 
rate available to other customers. 


By the Commission: This pro- 
ceeding was initiated by the Commis- 
sion on its own motion by an order to 
show cause, adopted March 7, 1939, 
to determine whether the rates charged 
by the respondent for wholesale elec- 
tric energy furnished to the city of 
Fergus Falls, Minnesota, should not 
be made available to the village of 
Marvin, South Dakota, the villages 
of Lake Park and Odessa, Minnesota, 
the cities of Breckenridge, Barnes- 
ville, and Ortonville, Minnesota, the 
Roberts County Power Company, and 
the Minnesota Utilities Company. It 


involves what is frequently termed a 
“discrimination case” as distinguished 
from a “rate case” and is founded 
primarily upon § 205(b) of the Fed- 
eral Power Act, 16 USCA § 824d 
(b), which provides: 

“No public utility shall, with re- 
spect to any transmission or sale sub- 
ject to the jurisdiction of the Com- 
mission, (1) make or grant any un- 
due preference or advantage to any 
person or subject any person to any 
undue prejudice or disadvantage, or 
(2) maintain any unreasonable dif- 
ference in rates, charges, service, fa- 
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cilities, or in any other respect, either 
as between localities or as between 
classes of service.” 

However, the directions there con- 
tained with respect to undue prefer- 
ence or advantage, undue prejudice or 
disadvantage, and unreasonable dif- 
ference in rates, charges, etc., are im- 
plemented by § 206(a) of the act, 16 
USCA § 824e (a), which provides: 


“Whenever the Commission, after 
a hearing had upon its own motion or 
upon complaint, shall find that any 
rate, charge, or classification, demand- 
ed, observed, charged, or collected by 
any public utility for any transmis- 
sion or sale subject to the jurisdiction 
of the Commission, or that any rule, 
regulation, practice, or contract af- 
fecting such rate, charge, or classifica- 
tion is unjust, unreasonable, unduly 
discriminatory, or preferential, the 
Commission shall determine the just 
and reasonable rate, charge, classifica- 
tion, rule, regulation, practice, or con- 
tract to be thereafter observed and in 
force, and shall fix the same by or- 
der.” 

In a footnote below is a statement 
concerning the subsequent formal 
steps taken in this matter prior to the 
hearing which was held at Fergus 
Falls, Minnesota, in June, 1939." For 
the purpose of discussion and con- 


venience, we have grouped the issues 
in this matter in two categories: Ju- 
risdictional and substantive. 


Jurisdictional Issues 


[1-4] Respondent contends that 
we have no authority under the ex- 
press provisions of the Federal Power 
Act over interstate wholesale rates 
charged to municipalities by public 
utilities otherwise subject to our ju- 
risdiction. In support of its argu- 
ment, respondent points to § 201(b), 
16 USCA § 824(b), conferring ju- 
risdiction over “the sale of electric 
energy at wholesale in interstate com- 
merce, ” and particularly to 
§ 201(d), defining the term “sale of 
electric energy at wholesale,’ as 
meaning “a sale of electric energy to 
any person for resale,” in turn, to the 
definition in subdivision (4) of § 3 
that “person” means “an individual or 
a corporation,’ then further to the 
term “corporation” defined in subdi- 
vision (3) of the same section, par- 
ticularly the last sentence thereof, as 
not including “municipalities as here- 
inafter defined,” and finally to subdi- 
vision (7) of § 3, wherein “munici- 
pality” is defined as meaning “a city 

. , or any other political subdi- 
vision of a state competent 
under the laws thereof to carry on the 





10Qn April 15, 1939, the respondent filed its 
return to the order to show cause, alleging, 
among other things, that certain special con- 
siderations and conditions entered into the fix- 
ing of the rate for the city of Fergus Falls 
which did not prevail in the rates charged the 
other wholesale customers named in the order. 
The Commission on May 9, 1939, issued a 
further order finding that the return filed by 
the respondent failed to set forth informa- 
tion sufficient to justify or explain the cir- 
cumstances which prompted the original show 
cause order and set the matter down for 
hearing directing the respondent to show fur- 
ther cause, if any, (1) why the rates for 


energy furnished the city of Fergus Falls, as 
provided in respondent’s Rate Schedule FPC 
No. 7, should not be made available to 
the municipalities and companies previously 
named, and (2) why the Commission should 
not find that the rates for energy furnished 
the named municipalities other than Fergus 
Falls, and the Roberts County Power Compa- 
ny, and the Minnesota Utilities Company are 
unjust, unreasonable, or unduly discrimina- 
tory, and why the Commission should not de- 
termine the just and reasonable rates and 
charges for such service and fix them by 
order. 
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business of developing, transmitting, 
utilizing, or distributing power.” 

The practical effect of this argu- 
ment would be that a utility may not 
discriminate in rates charged private 
persons or corporations, but is at com- 
plete and unfettered liberty to indulge 
in the rankest discrimination as be- 
tween municipalities, or as between 
private customers and municipalities, 
receiving the same service. Such con- 
struction of the act would permit us 
to take action to remove undue advan- 
tages or preferences, undue disadvan- 
tages or prejudices, and unreasonable 
differences as between private cus- 
tomers of the public utilities subject to 
our jurisdiction, but, on the other 
hand, would require us to close our 
eyes and stand idly by, powerless to 
give relief where municipalities are 
being subjected to the same unjust 
treatment. 

To determine our authority over in- 
terstate wholesale rates charged to 
municipalities, let us examine all the 
provisions of the Federal Power Act 
to ascertain the congressional inten- 
tion. Chief Justice Taney, in an early 
decision of the Supreme Court of the 
United States, has stated: 

“It is not by detached words and 
phrases that a statute ought to be ex- 
pounded. The whole act must be 
taken together, and a fair interpreta- 
tion given to it, neither extending nor 
restricting it beyond the legitimate im- 
port of its language, and its obvious 
policy and object.” * 

Statutes should not be literally in- 
terpreted at the expense of the reason 
of the law and so as to produce absurd 
consequences or flagrant injustice. 

®Gayler v. Wilder (1850) 10 How. 477, 496, 
13 L ed 504. 
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They are to be construed “so as to 
avoid absurd or glaringly unjust re. 
sults.”* As the Supreme Court has 
aptly pointed out: 

“Again, another guide to the mean- 
ing of a statute is found in the evil 
which it is designed to remedy; and 
for this the court properly looks at 
contemporaneous events, the situation 
as it existed, and as it was pressed 
upon the attention of the legislative 
body.” * 

The Federal Power Act of 1935 
had its genesis in a desire to imple- 
ment state regulation by placing for 
the first time under the jurisdiction of 
a Federal agency electric public utili- 
ties, interstate in character, consid- 
ered beyond the sphere of state con- 
trol, and thereby effectively to regu- 
late, among other things, “the sale of 
electric energy at wholesale in inter- 
state commerce.” The congressional 
declaration of policy is indicative of 
the regulation contemplated. This 
declaration, contained in the first 
paragraph of Part II of the act, 16 
USCA § 824(a), reads in part as 
follows: 

“Tt is hereby declared that the busi- 
ness of transmitting and selling elec- 
tric energy for ultimate distribution to 
the public is affected with a public in- 
terest, and that Federal regulation of 
matters relating to generation to the 
extent provided in this part and the 
part next following and of that part 
of such business which consists of 
the transmission of electric energy in 
interstate commerce and the sale of 

8Sorrells v. United States (1932) 287 US 
435, 450. 77 L ed 413, 53 S Ct 210, 86 ALR 
OT Chetih of the Holy Trinity v. United 


States (1892) 143 US 457, 463, 36 L ed 226, 
12S Ct 511. 
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such energy at wholesale in interstate 
commerce is necessary in the public in- 
terest, . . .” (Italics supplied.) 

In support of the construction 
sought, respondent calls attention to 
the “specific and entire exclusion of 
the municipalities from the operation 
of the act” by the provisions of § 201 
(f), 16 USCA § 824(f), which pro- 
vides : 

“No provision in this part (Part 
II) shall apply to, or be deemed to 
include, . . . a State or any politi- 
cal subdivision of astate, . . . un- 
less such provision makes specific ref- 
erence thereto.” 

Section 201(f) was expressly in- 
serted in Part II of the act (and to ap- 
ply to that part only) to inhibit the 
regulation of, among other things, 
the activities of a municipality or 
other state agency engaging in the 
transmission or sale at wholesale of 
electric energy in interstate commerce. 

According to respondent’s interpre- 
tation of §§ 201(d) and 201(e), a 
municipality is excluded from consid- 
eration in “this part and the part next 
following.” Notwithstanding, it is 
observed Congress, under § 306, 16 
USCA § 825e, has given the munici- 
pality the right to file a complaint 
against a public utility and, moreover, 
under § 313, 16 USCA § 8251, the 
right to have a court review of any 
order of the Commission by which 
said municipality is aggrieved. Since 
the most serious, if not the only real 
complaint a municipality could have 
against a public utility would involve 
the rates charged it for electric en- 
ergy at wholesale (the Commission 
has no power to regulate the retail 
rates of the public utility), it is most 
persuasive Congress intended that we 


have jurisdiction over such wholesale 
rates. Under the circumstances can 
it be reasonably suggested that Con- 
gress, in granting a municipality the 
right to file a complaint, intended the 
Commission to be without (as re- 
spondent in effect asserts) jurisdic- 
tion, power, or authority to provide 
redress in satisfaction thereof? The 
palpable absurdity of the effect of 
this interpretation when tested against 
§ 306 is only exceeded by the effect 
on § 313, where, under the interpre- 
tation of respondent, it is apparent the 
right of a municipality to seek court 
review of an order entered by this 
Commission is destroyed. 

The practical effect of respondent’s 
construction would be to create a sit- 
uation where, in the same general vi- 
cinity, the citizens of one municipality 
would have the advantage of reason- 
able rates by regulation, whereas the 
citizens of the adjoining municipality 
could never be heard to complain be- 
cause no agency of either a state or 
Federal government would have con- 
trol over the rates charged at whole- 
sale for such energy. 

The mere statement of the conse- 
quences of the construction contended 
for by respondent, in our opinion, 
demonstrates the absurdity of that 
construction, and achieves a result di- 
rectly opposite to the whole spirit of 
the Federal Power Act. Such a con- 
sequence “ought to be avoided, if it 
can be avoided, without a total dis- 
regard of those rules by which courts 
of justice must be governed,” stated 
Chief Justice Marshall in Postmaster 
General v. Early (1827) 12 Wheat. 
136, 146, 6 L ed 577. 

In the enactment of the Federal 
Power Act, 16 USCA § 824(a), the 
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Congress declared that “Federal regu- 
lation... 22 08 business 
which consists of the transmission of 
electric energy in interstate commerce 
and the sale of such energy at whole- 
sale in interstate commerce 1s neces- 
sary in the public interest. il 
(Italics supplied.) 

Such declaration clearly indicates 
that the act then, is a highly remedial 
one, filling a manifest want, is worthy 
of a hopeful future, and on well- 
settled legal principles is to be liberally 
construed to further its life and pur- 
pose by advancing the benefits in view 
and retarding the mischiefs struck at. 
It evidences a public policy hammered 
out on the anvil of public discussion. 

In dealing with a petition charging 
defendants with violating the Inter- 
state Commerce Act by carrying out 
an agreement involving a carriage of 
coal for less than published rates on 
file and a discrimination forbidden by 
law, the Supreme Court of the United 
States said, in New York, N. H. & 
H. R. Co. v. Interstate Commerce 
Commission (1906) 200 US 361, 
391, 50 L ed 515, 26 S Ct 272: 

“Tt cannot be challenged that the 
great purpose of the act to regulate 
commerce, whilst seeking to prevent 
unjust and unreasonable rates, was to 
secure equality of rates as to all, and 
to destroy favoritism, these last being 
accomplished by requiring the publi- 
cation of tariffs, and by prohibiting 
secret departures from such tariffs, 
and forbidding rebates, preferences, 
and all other forms of undue discrim- 
ination. To this extent and for these 
purposes the statute was remedial and 
is, therefore, entitled to receive that 
interpretation which reasonably ac- 
33 PUR(NS) 


complishes the great public purpose 
which it was. enacted to subserve.” 

The provisions of the Federal 
Power Act here involved, if construed 
as suggested by respondent, it is be- 
lieved, would not avoid but rather in- 
vite glaringly unjust results.° 

Reading the Federal Power Act in 
the light of its general purposes and 
applying the same with a view to ef- 
fectuating those purposes, we believe 
that the interpretation sought by re- 
spondent must be rejected. We con- 
clude, therefore, that authority over 
the sale of electric energy at wholesale 
in interstate commerce to municipali- 
ties by public utilities within the pur- 
view of the act not only poses a prob- 
lem over which this Commission has 
jurisdiction but affords us opportunity 
to effectuate the congressional inten- 
tion and to exercise jurisdiction in a 
field of great importance to the gen- 
eral public. 

[5] The respondent asserts also 
that we have no jurisdiction over the 
rates which it charges Minnesota 
Utilities Company and Roberts Coun- 
ty Power Company because these two 
companies were not made parties to 
this proceeding. This contention is 
untenable. We know of no principle 
of law which requires a utility’s cus- 
tomers in such a proceeding to be 
joined as parties to a proceeding be- 
fore a regulatory body involving the 
rates of such utility. This is so fun- 
damental as to require no further dis- 
cussion nor to call for setting out the 
various additional infirmities in this 
contention made by respondent. 

Having carefully examined the ob- 
jections and arguments addressed to 
our jurisdiction made by respondent, 





5 Sorrells v. United States, supra. 
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we find the issues here involved are 
squarely within the jurisdiction of 
this Commission. 


Substantive Issues 


In considering the substantive mat- 
ters here involved, it would appear 
that these problems can be convenient- 
ly narrowed down to the following: 

(a) Does there exist undue pref- 
erence or discrimination within the 
statutory inhibition, and 

(b) If we find that such prefer- 
ence or discrimination exists, are we 
powerless to act until we have con- 
cluded a complete “rate case?” 

[6] Let us examine the record con- 
cerning the first point. The facts are 
reasonably clear. The respondent is 
an integrated electric public utility 
system composed of hydroelectric, oil 
engine, and steam plants, intercon- 
nected by about 3,500 miles of trans- 
mission lines and delivering energy to 
about 300 communities in which it 
owns and operates the distribution 
system and to approximately 47 com- 
munities which are served at whole- 
sale. It operates in the states of 
North Dakota, South Dakota, and 
Minnesota. There seems to be no dis- 
pute that the respondent is “a public 
utility,’ as defined in the Federal 
Power Act, which owns and operates 
facilities (1) for the transmission of 
electric energy in interstate commerce, 
and (2) for the sale of electric energy 
in interstate commerce. Nor is there 
any dispute that the respondent sells 
electric energy at wholesale in inter- 
state commerce and transmits such 
energy in interstate commerce through 


facilities owned and operated by it to 
the communities and companies named 
in the show cause order originally 
adopted by this Commission. Each 
of these wholesale customers, in turn, 
distributes energy at retail through its 
own distribution system.® 

The respondent has contracts with 
each of the aforementioned customers 
and calls each contract a separate rate 
schedule. It serves the city of Fergus 
Falls, Minnesota, on the basis of a 2- 
part rate containing a demand charge 
and an energy charge. It serves each 
of the other municipalities at varying 
rates under a block form type of 
schedule which, among other things, 
gives no consideration whatever to the 
relationship between the demand 
placed upon the system by the cus- 
tomer and the energy consumed by 
such customer. The Minnesota utili- 
ties and Roberts county companies are 
each served according to a contract 
under which each company charges 
the uniform retail rates which the re- 
spondent charges in its own retail 
business and pays to the respondent 
(with slight variations unnecessary to 
point out here) 35 per cent of its total 
gross revenues received from resale 
at retail. The Fergus Falls rate is the 
only one which takes into account the 
special characteristics of consumption 
involved in the relationship between 
demand and energy. 

All respondent’s customers here in- 
volved belong in the same general 
class—wholesale customers. Wide 
variations in the terms and rates 
charged these customers exist.’ The 
average rates paid by these wholesale 





8 Except the village of Marvin, South Da- 
kota, of which the foregoing statement was 
true during the course of the proceedings, but 
which has sold its distribution system to the 


respondent since the close of the hearing. We 
shall refer to this transaction subsequently. 

7See chart attached hereto, entitled “Ap- 
pendix.” 
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customers of respondent for energy 
during the year 1938 ranged all the 
way from 1.54 cents per kilowatt hour 
for Fergus Falls to 4.80 cents per 
kilowatt hour for Odessa and 5.90 
cents per kilowatt hour for Marvin. 
It is obvious, therefore, that respond- 
ent has voluntarily made the lowest 
rates available to Fergus Falls. 

The conditions under which all of 
these customers receive energy from 
the respondent are substantially simi- 
lar. The record clearly establishes, 
for example, that there is close simi- 
larity among them with respect to 
delivery of voltage, seasonal charac- 
teristics, facilities of the respondent 
utilized in serving these customers, 
metering voltage, transformation, 
type of service, and metering points. 
It seems clear from the evidence that 
there is no substantial variation in the 
service conditions or in the character- 
istics of the delivery and sale of ener- 
gy to these customers. This is espe- 
cially true in view of the uncontradict- 
ed testimony that a “rate schedule 
such as the Fergus Falls or similar 
to that rate schedule would automat- 
ically give effect to (the) small varia- 
tion in load factors” between the cus- 
tomers and “would result in a higher 
average rate for those customers with 
a low load factor than would result 
for those customers with a high load 
factor.” 

It is of some significance that the 
testimony of respondent’s witnesses 
did not controvert these facts. There 
is no evidence in the record whatever 
indicating that the cost per kilowatt 
hour to respondent of producing and 
delivering energy to any one of these 
customers differs from the cost per 
kilowatt hour of producing and de- 
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livering energy to any other one of 
these customers. Despite respondent's 
contention that “differences in popu- 
lation warrant differences in rates,” 
it offered no factual basis upon which 
the differences which exist in the form 
of rate and in the price of energy sold 
at wholesale to the customers involved 
in this proceeding under the different 
types of rate can be justified or even 
rationalized. 

The testimony of the respondent's 
Vice President and General Manager 
Kennedy points out that the rates at 
which these customers are served were 
fixed by individual negotiation and 
bargaining between the respondent 
and the municipality or private com- 
pany involved. He thus expressed it 
on direct examination: 


“You understand that in any nego- 


tiations there is always a little give 


and a little take. We finally wind 
up with something that is agreeable to 
the company and agreeable to the cus- 
tomer.” 

The rate-making process by which 
these rates were arrived at is illus- 
trated by Mr. Kennedy’s testimony 
with respect to the Barnesville rate: 


Q. Why should the level of rates 
in that town be on that level as com- 
pared with Breckenridge? 

A. I personally negotiated the 
rate; I suggested one rate and they 
suggested another, and we _ finally 
came out with that rate. They didn’t 
ask me and they didn’t care about 
what Breckenridge or Fergus Falls 
had. They wanted to know what they 
could get and they got this rate. That 
is how they got the rate, how it was 
arrived at. 
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Mr. Kennedy summarized the en- 
tire process in the following manner: 


Q. Is that the way the other rates 
were put in, on just a sort of a bargain 
proposition ? 

A. Sure; they all are. That is 
why we are here in this hearing; they 
are all by bargaining. 


This is clearly illustrative of the 
genesis of the vice of discrimination 
which regulatory Commissions are al- 
most uniformly directed to remove by 
the statutes under which they operate. 
As a matter of fact, the evil of dis- 
crimination was one of the prime 
motivating factors of the earliest reg- 
ulatory statutes. The economic con- 
sequences of discrimination were well 
noted in Griffin & Bros. v. Maine C. 
R. Co. (1915) PURI916A 27, 28, 
where it is stated: 

“Unquestionably, of the two evils, 
discrimination in rates is more offen- 
sive than excessive rates because with- 
in reasonable limits shippers can ad- 
just themselves to high rates, but not 
to unequal rates.” 

We need not go into the long his- 
tory of abuses, discriminations, pref- 
erences, rebates, etc., which were the 
primary cause of the inhibition 
against this form of practice in the 
railroad regulatory statutes.* The in- 
hibitions originally written into these 
statutes were substantially carried over 


into practically all other utility regu- 
latory statutes.® 

There is one other phase of dis- 
crimination which we should mention. 
Given a monopolistic position and the 
right to discriminate, an electric utility 
company is in possession of a strong 
and unfair weapon in its dealings with 
municipalities. The facts of this case 
point clearly to the manner in which 
this may come into play. 

Marvin is a village of approximate- 
ly 150 population. This small munici- 
pality had its own distribution system 
through which it served its people at re- 
tail with the energy which it purchased 
at wholesale from respondent. It is 
the smallest of the municipalities in- 
volved in this proceeding; was in the 
weakest bargaining position, and had 
the highest rate. Since, as Mr. Ken- 
nedy testified, rates for each munici- 
pality were determined by bargaining, 
by “a little give and a little take,” it is 
not surprising that in view of these 
circumstances Marvin was required to 
pay the highest rates. It paid almost 
four times the price for energy that 
Fergus Falls pays. Moreover, it is 
undisputed by the respondent itself 
that the rates charged to the village of 
Marvin were too high. It appears in 
large part that the reason the rates 
were maintained at such a high level 
was to force the village out of owner- 
ship of its distribution system and to 





8See I, Sharfman, The Interstate Commerce 
Commission, Chap. 1, p. 17 

“, . «. the open resort to discriminatory 
practices by the carriers became a constant 
source of agitation and complaint. These rail- 
road discriminations assumed many forms, but 
none was more glaringly unjust or more ob- 
viously destructive of sound economic develop- 
ment than the grant of personal preferences 
to favored shippers.” 

9See: “A Comparative Survey of Railroad 
and Public Utility Laws. The Report of a 
Special Committee on Uniform Regulatory 
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Legislation to the National Association of 
Railway and Utilities Commissioners” (1923) 
pp. 128-134. 

See also: Glaeser, “Outlines of Public 
Utility Economics” (1931) p. 237: 

“Another legislative standard contained in 
the public utility laws of practically all states 
prohibits discrimination in rates or service. 
The administrative commissions are given the 
power to prevent unjust and unlawful discrim- 
inations or to prohibit rates and practices un- 
duly preferential.” 
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require it to dispose of its facilities to 
the respondent, for Mr. Kennedy 
further testified as follows: 


Q. Is there any reason in your 
mind why the rates to Marvin should 
not be lowered? 

A. You mean wholesale? 

Q. Wholesale? 

A. I think that probably should be 
but lowering the rate isn’t going to 
help the situation properly, as under 
our retail rates they are not in a po- 
sition, a little town like Marvin, with 
a population of 150, is just out of 
luck, that’s all. 

Q. Now looking particularly to 
the town of Marvin and the rate 
schedule as made available to it, it is 
a foregone conclusion from the 
wholesale rates that are effective there, 
that there is no possibility of that 
town selling energy, on a rate schedule 
comparable with anything that is pub- 
lished by the Otter Tail Power Com- 
pany for the retail sale of electric en- 
ergy to its ultimate consumers, is it? 

A. I wouldn’t think so, no. 

Q. From your standpoint, wouldn’t 
it be desirable to establish a rate to 
them on a basis that would be com- 
parable with the rates charged by the 
Otter Tail Power Company? 

A. Well, not as you suggest but 
as I might suggest this, that they come 
in with the Otter Tail Power Com- 
pany and (we) serve them direct. 

Q. You want them to give up 
what they own as a municipality? 

A. We have suggested: Why not 
sell your distribution and things to us 
and take the same type of rate that a 
town on the Otter Tail Power Com- 
pany system would have and give it to 
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them. We have made that sugges- 
tion. 


Continuing, Mr. Kennedy testified: 


Q. Have you ever had a request 
from Marvin for a reduction in rates? 

A. I think we have. 

Q. But you haven’t seen fit to 
grant it? 

A. No because we are trying still 
to tell them that that 1s not the solu- 
tion. It is not the solution of the 
problem. It is easy enough to make a 
reduction in rates, but a little later on 
we will have to meet the same problem 
again. That is not the solution of it. 

After having pointed out that a 
little town like Marvin “is just out 
of luck, that’s all,” Mr. Kennedy pro- 
ceeded to testify that “. a town 
of that size shouldn’t attempt to buy 
current.” 


Q. But they might be in a better 
position if they were buying it at a 
rate that would encourage some 
further use of it (at) retail? 

A. If you gave them the current 
—if we were to give them the current 
evenly, they would go to pieces. They 
know nothing about it. They have a 
distribution system that is going to 
fall down one of these days and the 
proper thing for them to do 1s to for- 
get it and let us buy it. 


Whether or not that was the proper 
thing for the village of Marvin to do, 
the facts are that it has finally done 
so. After the conclusion of the hear- 
ings, Marvin sold its distribution sys- 
tem to the respondent on September 
19, 1939. Thus, this little municipali- 
ty which had had its own distribution 
system for many years but which was 
required to pay the highest wholesale 
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rates of all municipalities involved in 
this proceeding, finally capitulated and 
the respondent achieved its objective 
of acquiring its distribution system. 

The record indicates that the re- 
spondent also is convinced that Odessa 
should not operate a municipal plant. 
The village of Odessa is the next 
smallest of the municipalities served 
and has the next highest rates. Mr. 
Kennedy testified concerning it as fol- 
lows: 


Q. Are you of the opinion that 
that rate (the rate under which 
Odessa is served by the respondent) 
is also too high, Mr. Kennedy? 

A. That again is a case where the 
town shouldn’t be in business. They 
own the telephone and electric light 
system, and both of them are about 
ready to collapse. 


Q. You will admit it, the rate to 
Odessa is unreasonable, would you? 

A. No, I wouldn’t want to admit 
it as unreasonable but— 

Q. But what? 

A. The rate should be reduced. 


The foregoing is illustrative of the 
conditions which may and do exist 
when the sole power to determine 
rates is left within the hands of the 
utility which has a monopoly of the 
service and when, in addition, the util- 
ity has the power to discriminate 
against customers in a weak bargain- 
ing position. It clearly illustrates the 
reasons why Congress, following the 
pattern of the usual regulatory stat- 
utes, declared such discriminations un- 
lawful. 

An examination of the record dis- 
closes (1) that the customers here in- 
volved are all in the same class,— 


wholesale customers, and that the 
same kind of service under substan- 
tially similar conditions is rendered to 
each of them; (2) that there is an ab- 
sence of showing by respondent that 
substantial lawful differences in cost 
of service or operating conditions ex- 
ist justifying the differences presently 
existing in rates charged to the dif- 
ferent customers of respondent in- 
volved in this proceeding; (3) that 
the respondent has voluntarily made 
available to the city of Fergus Falls, 
Minnesota, the rate presently charged 
by said respondent to it; and (4) that 
although the other communities and 
companies are wholesale customers 
within the same class or classification 
as Fergus Falls, said respondent has 
failed to make available to any of 
them the same rate or charge for serv- 
ices paid by Fergus Falls, notwith- 
standing the admission of the vice 
president and general manager of re- 
spondent that the rates to certain of 
the communities should be reduced. 

Upon such a record, therefore, we 
conclude that respondent, by its fail- 
ure to make available to the other 
communities and companies involved 
in this proceeding the same rate volun- 
tarily charged Fergus Falls, is unlaw- 
fully subjecting such other customers 
to undue prejudices or disadvantages 
and granting undue preferences or ad- 
vantages to Fergus Falls, and that 
such practice by respondent is unjust, 
unreasonable, unduly discriminatory 
and preferential, in violation of the 
pertinent provisions of the Federal 
Power Act. 

[7-12] Respondent contends that 
not only is there nothing in the record 
to permit us to remove such discrim- 
ination as exists but that if we do 
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remove it by requiring the respondent 
to serve the other customers here in- 
volved at the Fergus Falls rate, the 
record shows affirmatively that the 
rates would not only be unjust and 
unreasonable but confiscatory. This 
contention would appear to require 
this Commission, before being able to 
remove a patent discrimination, such 
as here exists, to conduct a complete 
“rate case.” To accept such a con- 
struction of the applicable provisions 
of the Federal Power Act would be 
to render it ineffective for the reason- 
able accomplishment of its intended 
purposes. 

The respondent apparently claims 
that it is now selling energy to Fergus 
Falls at less than cost. Hence the 


argument is made that obvious as the 
discrimination may be, we are power- 
less to require respondent to remove it 


and to serve the other customers in- 
volved in this proceeding at the 
Fergus Falls rate, all because respond- 
ent itself, has voluntarily undertaken 
to serve Fergus Falls at a confisca- 
tory rate. We do not at this time go 
into the method by which the re- 
spondent purports to arrive at a cost 
of generation and transmission since 
it would serve no useful purpose here. 
We observe that the record is barren 
of evidence of cost of service to these 
customers. We point out, too, that 
the respondent, itself, fixed the Fergus 
Falls rate and there is nothing before 
us to show that the respondent volun- 
tarily undertook to serve Fergus Falls 
under such conditions as would result 
in confiscation of the respondent’s 
property. In this connection we are 
reminded, as Mr. Justice Cardozo 
pointed out in Dayton Power & Light 
Co. v. Ohio Pub. Utilities Commis- 


33 PUR(NS) 


sion (1934) 292 US 290, 312, 78 L 
ed 1267, 3 PUR(NS) 279, 294, 54 
S Ct 647, that: 


“It is a strain on credulity to argue 
that the appellant, when putting into 
effect a new schedule of charges, was 
satisfied with one productive of so 
meager a return. The argu- 
ment proves too much; Men 
do not transact business without pro- 
test at confiscatory rates, at all events 
in the absence of extraordinary cir- 
cumstances making submission to the 
loss expedient. Hay 

Respondent claims that there are 
special considerations involved in its 
dealings with Fergus Falls which are 
reflected in the Fergus Falls rate so 
that the money which it receives from 
the Fergus Falls rate does not repre- 
sent the entire consideration moving 
to the respondent from the city for 
the service. We have examined the 
record in this respect and find no basis 
therein for coming to a conclusion 
that the Fergus Falls rate does not 
stand on its own or was arrived at by 
any process than the usual process of 
negotiation described by the respon- 
dent’s Vice President Kennedy. It 
would appear, however, that because 
of its superior bargaining position, 
Fergus Falls was in a better position 
to negotiate than Marvin, Odessa, and 
the others. 

The respondent in any event has no 
standing to assert a claim of special 
consideration in fixing the Fergus 
Falls rate for it is an established prin- 
ciple of regulation that a public utility 
rate must contain the entire consid- 
eration for the service rendered, as 
was aptly said by the court in Chicago, 
I. & L. R. Co. v. United States (1911) 
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219 US 486, 496, 55 L ed 305, 31S 
Ct 272: 

“The decisive question in this case 
is whether the contract between the 
railway company and the Munsey 
Company is repugnant to the acts of 
Congress regulating commerce. In 
other words, could the company, in 
return for the transportation which 
it agreed to furnish and did furnish to 
the Munsey publisher over its inter- 
state lines, and to his employees and 
to the immediate members of his and 
their families, accept as compensation 
for such service anything else than 
money, the amount to be determined 
by its published schedule of rates and 
charges? Upon the authority of 
Louisville & N. R. Co. v. Mottley 
(1911) 219 US 467, 55 L ed 297, 31 
S Ct 265, 34 LRA(NS) 671, just de- 
cided, and according to the principles 


announced in the opinion in that case, 
the answer to the above question must 


be in the negative. The acceptance 
by the railway company of advertis- 
ing, not of money in payment of the 
interstate transportation furnished to 
the publisher of the Munsey maga- 
zine, his employees and the immediate 
members of his and their families, 
was for the reasons given in the 
Mottley Case, in violation of the com- 
merce act. The facts in the present 
case show how easily, under any other 
rule, the act can be evaded and the ob- 
ject of Congress entirely defeated. 
The legislative department intended 
that all who obtained transportation 
on interstate lines should be treated 
alike in the matter of rates, and that 
all who availed themselves of the 
services of the railway company (with 
certain specified exceptions) should be 
on a plane of equality. Those ends 


cannot be met otherwise than by re- 
quiring transportation to be paid for 
in money which has a certain value 
known to all and not in commodities 
or services or otherwise than in 
money.” 

The same principle is enunciated in 
Fullerton Lumber Co. v. Chicago, M. 
St. P..& P. R. Co::(1931) 242 US 
520, 521, 75 L ed 502, 51 S Ct 227: 

“It has long been settled that pay- 
ment of a carrier’s charges must be 
made in money; and that the payment 
must be cash as distinguished from 
credit. The purpose of the require- 
ment is solely to prevent rebates or 
unjust discrimination and to ensure 
observance of the tariff rates. Com- 
pare Chicago & N. W. R. Co. v. 
Lindell (1930) 281 US 14, 16, 74 
L ed 670, 50S Ct 200. . . .” 

In the Lindell Case referred to, the 
court said, at p. 16: 

“The purpose of the act to prevent 
discrimination has been emphasized 
by this court and is well known. 
Since its enactment carriers may not 
accept services, advertising, property, 
or a release of claim for damages in 
payment for transportation. They 
are required to collect the established 
rates, charges, and fares from all alike 
in cash.” 

While the foregoing decisions in- 
volve language expressly forbidding 
acceptance of compensation different 
from that specified in published rates, 
in statutes prohibiting rebates and 
other forms of unjust rate discrimina- 
tion, we see no reason why the rule 
announced therein should not be made 
applicable here. 

The supreme court of the state of 
North Carolina in the case of Salis- 
bury & S. R. Co. v. Southern Power 
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Co. (1919) 179 NC 18, PUR1920C 
688, 101 SE 593, 12 ALR 304; 179 
NC 330, PUR1920D 560, 102 SE 
625; (1920) 180 NC 422, PUR 
1921B 774, 105 SE 28, had before 
it a case arising out of an attempt by 
the Southern Power Company at the 
expiration of a contract with the 
Salisbury and Spencer Railway Com- 
pany, to increase the rates and charges 
for electric energy. Southern Power 
Company supplied energy to a sub- 
sidiary company, Southern Public 
Utilities Company, at a rate which 
was less than the old rate charged the 
railway company and likewise ma- 
terially less than the new rate which 
the power company sought to impose. 
The case went to the supreme court 
of North Carolina three times and 
the court repeatedly insisted that the 
lowest rate which the power company 
voluntarily maintained was the rate 
which the power company was re- 
quired to establish for service to the 
railway company so that there might 
be no discrimination among its cus- 
tomers in the same class. The court 
was careful, however, to point out 
that the adoption of such a rate by 
the court in order to remove discrim- 
ination was not tantamount to an or- 
der fixing the rate nor was the power 
company required to continue to main- 
tain that level of rates but so long as 
it voluntarily maintained a lower rate 
to a customer in the same class, all 
other customers were entitled to that 
rate. The court, speaking through 
the chief justice, on the last appeal 
said: 

“This well-recognized principle of 
law has already been correctly stated 
by this court in this case, by the chief 
justice, 179 NC at p. 34, PUR1920C 
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at p. 707, 101 SE at p. 601, where it js 
said: 

“Tt will not be difficult for the 
court, upon the hearing, to determine 
the lowest rate charged by the de- 
fendant for current and power fur- 
nished cotton mills, factories, munici- 
palities, or other public service com- 
panies, under the same or substantially 
similar conditions. The lowest rate 
thus established will automatically be- 
come the proper rate to be charged the 
plaintiffs for such service. Other- 
wise, the defendant will still be unlaw- 
fully discriminating against the plain- 
tiffs.’ 

“By the application of this doctrine 
the court does not fix defendant’s 
rates, but simply adopts the lowest 
rates which the defendant power com- 
pany itself has fixed for the same, or 
substantially similar service.” 

In a related case the circuit court 
of appeals for the fourth circuit con- 
firmed the conclusion of the North 
Carolina state supreme court in North 
Carolina Pub. Service Co. v. Southern 
Power Co. (1922) 282 Fed 837, 
PUR1923A 289, 33 ALR 626. 

The Supreme Court of the United 
States in the case of Alabama & V. 
R. Co. v. Mississippi R. Commission 
(1906) 203 US 496, 500, 51 L ed 
289, 27 S Ct 163, had under consid- 
eration an order of the Railroad Com- 
mission of the state of Mississippi 
which required that all shipments of 
grain products between two points in 
the state were to be handled at the 
same rate. The order was designed 
to remove discrimination resulting 
from a rebilling rate which was only 
available to shippers who had within 
ninety days received like shipments 
over plaintiff’s railroad.- In the Su- 
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preme Court of the United States it 
was contended that the rate fixed was 
less than the actual cost of haulage. 
The court, in reply to this contention, 
stated : 

“While it may be true that a local 
railway’s share of an interstate rate 
may not be a legitimate basis upon 
which a state Railroad Commission 
can establish and enforce a purely lo- 
cal rate, yet whenever, under the guise 
or pretense of a rebilling rate, some 
merchants are given a low local rate 
the Commission is justified in making 
that rate the rate for all. It is not 
bound to inquire whether it furnishes 
adequate return to the railway com- 
pany, for the state may insist upon 
equality, to be enforced under the 
same conditions against all who per- 
form a public or quasi public service. 
When voluntarily the Vicksburg com- 
pany established a local rate of 33 per 
cent from Vicksburg to Meridian for 
those who had within ninety days 
made a shipment over the Shreveport 
road, it estopped itself from complain- 
ing of an order making that rate ap- 
plicable to all shipments, no matter 
whence they arose, and in favor of all 
merchants, whether those transport- 
ing over the Shreveport road or not. 


“Even if a state may not compel a 
railroad company to do business at a 
loss and conceding that a railroad 
company may insist, as against the 
power of the state, upon the right to 
establish such rates as will afford rea- 
sonable compensation for the services 
rendered, yet when it voluntarily es- 
tablishes local rates for some ship- 
pers it cannot resist the power of the 
state to enforce the same rates for all. 
The state may insist upon equality as 


between all its citizens, and that 
equality cannot be defeated in respect 
to any local shipments by arrange- 
ments made with or to favor outside 
companies.” 

The court, in Western U. Teleg. 
Co. v. Call Publishing Co. (1901) 
181 US 92, 100, 45 L ed 765, 21 S 
Ct 561, has very pointedly stated that 
“all individuals have equal rights both 
in respect to service and charges.” 

In fact, for many years the Inter- 
state Commerce Commission has ad- 
ministratively interpreted provisions of 
the Interstate Commerce Act (similar 
to the rate provisions of the act be- 
fore us) as empowering that Com- 
mission to prescribe a rate found to 
be reasonable for the purpose of re- 
moving a discrimination without mak- 
ing a finding that it is just and reason- 
able per se. Sprunt & Son v. United 
States (1927) 23 F(2d) 874, 878, 
where a 3-judge court approved such 
interpretation as a fair construction 
of the words “just and reasonable” 
rates. A common-sense construction 
of §§ 205 and 206 of the Federal 
Power Act, 16 USCA §8§ 824d, 824e, 
impels us to accept the principles an- 
nounced in the foregoing cases as be- 
ing equally applicable in solving the 
problem with which we are confronted 
in this case. 


It occurs to us that one rate in its 
relation to another rate may be dis- 
criminatory, although each rate per se, 
if considered independently, might 
fall within the zone of reasonableness. 
There is considerable latitude within 
the zone of reasonableness in so far as 
the level of a particular rate is con- 
cerned. The relationship of rates 
within such a zone, however, may re- 
sult in an undue advantage in favor of 
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one rate and be discriminatory in so 
far as another rate is concerned. 
When such a situation exists, the dis- 
crimination found to exist must be 
removed. 

For the purpose of removing a dis- 
crimination we interpret the statute 
to mean that the reasonable wholesale 
rate for any class of customers be not 
higher than the lowest rate charged 
by vendor utility to any customer for 
the same class of service under the 
same or substantially similar condi- 
tions. If a complete “rate case” is to 
be conducted before the patent dis- 
crimination existing in the instant case 
is to be removed, such would obvious- 
ly place a strained construction on the 
act and render it ineffective for the 
expeditious removal of unjust dis- 
criminations. 


From the foregoing, it would ap- 


pear that the rates at which energy is 
sold to the communities and com- 
panies involved in this proceeding 


should be the same. By this we do 
not mean that the average price per 
kilowatt hour paid by each customer 
must be the same, but that, unless 
there are substantial lawful circum- 
stances which justify a difference, the 
same rate schedule should be made 
available to all customers in a given 
class. 

Since, as disclosed by the record, 
the communities and companies in- 
volved in this proceeding are whole- 
sale customers of respondent within 
the same class or classification and re- 
spondent has not made available the 
rate voluntarily charged Fergus Falls, 
the lowest of the rates here involved, 
to any other of the said communities 
or companies, we conclude, therefore, 
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respondent should be required to make 
such rate so available. 


Findings 

Upon consideration of the order to 
show cause, return thereto by respon- 
dent, the evidence adduced at the pub- 
lic hearing upon the issues and the 
briefs filed, in the above-entitled 
matter, the Commission finds as fol- 
lows: 

1. The respondent, Otter Tail Pow- 
er Company, is a corporation organ- 
ized under the laws of the state of 
Minnesota, owns and operates gen- 
erating plants in the states of Minne- 
sota and North Dakota, supplying elec- 
tric energy to an interconnected elec- 
tric transmission system, approximate- 
ly 3,500 miles in length, in the states of 
Minnesota, North Dakota, and South 
Dakota, is engaged in the generation, 
transmission, and sale of electric en- 
ergy by means of facilities owned and 
operated by it for distribution to the 
public in approximately 300 cities, 
towns, villages, and communities, and 
the sale at wholesale to approximately 
47 other communities for resale to the 
public. 

2. The respondent, by means of fa- 
cilities owned and operated by it, 
transmits in interstate commerce and 
sells at wholesale in interstate com- 
merce electric energy to the villages 
of Lake Park and Odessa, Minnesota, 
the cities of Barnesville, Brecken- 
ridge, Ortonville, and Fergus Falls, 
Minnesota, the Roberts County Pow- 
er Company, and the Minnesota Utili- 
ties Company, for resale to the public. 

3. The respondent, by means of 
facilities owned and operated by it, 
transmitted in interstate commerce 
and sold at wholesale in interstate 
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commerce electric energy to the vil- 
lage of Marvin, South Dakota, up to 
approximately September, 1939, at 
which time said village sold its dis- 
tribution system to the respondent. 

4. Respondent is a “public utility” 
within the meaning of the Federal 
Power Act. 

5. The transmission and the sale by 
respondent of electric energy to the 
municipalities and companies named 
in finding 2 is a transmission in inter- 
state commerce and a sale at wholesale 
in interstate commerce of such energy 
within the meaning of the provisions 
of the Federal Power Act, and as such, 
together with the rates and charges, de- 
manded, observed, charged, or collect- 
ed by respondent for such energy, as 
well as the rules, regulations, prac- 
tices, or contracts of respondent af- 
fecting such rates and charges are 
subject to the jurisdiction of this Com- 
mission. 

6. The villages of Lake Park and 
Odessa, Minnesota, the cities of 
Barnesville, Breckenridge, Ortonville, 
and Fergus Falls, Minnesota, the 
Roberts County Power Company, and 
the Minnesota Utilities Company, 
purchasing electric energy from re- 
spondent, are in the same general 
class or classification, namely, pur- 
chasers of electric energy at wholesale 
for resale to the public. 

7. Electric energy is delivered to 
the villages of Lake Park and Odessa, 
Minnesota, the cities of Barnesville, 
Breckenridge, Ortonville, and Fergus 
Falls, Minnesota, the Roberts County 
Power Company, and the Minnesota 
Utilities Company by respondent un- 
der conditions which are the same or 
substantially similar with respect to 
delivery voltage, seasonable character- 
[18] 
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istics, facilities of the respondent de- 
voted to such service, metering, and 
transformation. 

8. Respondent sells and delivers 
electric energy to the wholesale cus- 
tomers involved in this proceeding un- 
der the same or substantially similar 
conditions of service. 

9. Rates and charges demanded, 
charged, and collected by respondent 
from each of the wholesale customers 
of respondent involved in this pro- 
ceeding were voluntarily established 
by respondent. 

10. Wide variations and unreason- 
able differences exist in the presently 
existing rates voluntarily established 
and maintained by respondent to each 
of the named wholesale customers here 
involved. 

11. The lowest rate among all rates 
voluntarily made available by respond- 
ent to any of the communities or com- 
panies involved in this proceeding is 
the rate made available to the city of 
Fergus Falls, Minnesota. 

12. The record is lacking in proof 
that substantial lawful circumstances 
exist justifying the differences pres- 
ently existing in the rates charged by 
respondent to the different wholesale 
customers involved in this proceeding. 

13. Although the villages of Lake 
Park and Odessa, Minnesota, the cit- 
ies of Barnesville, Breckenridge, and 
Ortonville, Minnesota, the Roberts 
County Power Company, and the Min- 
nesota Utilities Company are whole- 
sale customers within the same class 
or classification as the city of Fergus 
Falls, Minnesota, respondent (a) has 
failed without lawful justification to 
make electric energy available to any 
of them at the same rate or charge vol- 
untarily established and made avail- 
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able to the city of Fergus Falls, Min- 
nesota, (b) is unlawfully subjecting 
to undue prejudice and disadvantage 
the villages of Lake Park and Odessa, 
Minnesota, the cities of Barnesville, 
Breckenridge, and Ortonville, Minne- 
sota, the Roberts County Power Com- 
pany and the Minnesota Utilities Com- 
pany, and (c) is unlawfully granting 
undue preference and advantage to the 
city of Fergus Falls, Minnesota; and, 
such practices by respondent are un- 
just, unreasonable, unduly discrimi- 
natory and preferential, and unlawful, 
in violation of the provisions of the 
Federal Power Act. 

14. Respondent, as long as it main- 
tains the present difference in the rates 
demanded, charged, and collected of 
the wholesale customers involved in 
this proceeding, is maintaining unjust, 
unreasonable, and unlawful differen- 
ces in rates and charges between the 
city of Fergus Falls, Minnesota, and 
the villages of Lake Park and Odessa, 
Minnesota, the cities of Barnesville, 
Breckenridge, and Ortonville, Minne- 
sota, the Roberts County Power Com- 
pany, and the Minnesota Utilities 
Company, in violation of the provi- 
sions of the Federal Power Act. 

15. The nondiscrinainatory and rel- 
atively just and reasonable rate, as be- 
tween members of a class who are 
served under the same or substantial- 
ly similar conditions, is the lowest rate 
voluntarily maintained for any mem- 
ber of such class by respondent. 

16. Respondent, as long as it con- 
tinues the rate presently being made 
available to the city of Fergus Falls, 
Minnesota, should make the same rate 
available to the villages of Lake Park 
and Odessa, Minnesota, the cities of 
Barnesville, Breckenridge, and Orton- 
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ville, Minnesota, the Roberts County 
Power Company, and the Minnesota 
Utilities Company. 

17. Respondent, as long as it con- 
tinues the rate presently being made 
available to the city of Fergus Falls, 
Minnesota, should cease and desist 
from demanding of, charging to, and 
collecting from the villages of Lake 
Park and Odessa, Minnesota, the cities 
of Barnesville, Breckenridge, and Or- 
tonville, Minnesota, the Roberts Coun- 
ty Power Company, and the Minne- 
sota Utilities Company, its present 
rates to such communities and com- 
panies. 

18. The Roberts County Power 
Company and Minnesota Utilities 
Company are not necessary parties to 
this proceeding. 

An appropriate order will be entered 
in accordance with this opinion and 
findings. 


DRAPER, Commissioner, concurring 
in part and dissenting in part: I agree 
with the majority that the rates now 
charged by the respondent to the 
wholesale customers involved are un- 
duly discriminatory and preferential 
in violation of § 205(b) of the Fed- 
eral Power Act, 16 USCA § 824d 
(b), but I do not concur in the order 
requiring the respondent to make the 
rates and charges contained in its rate 
schedule FPC No. 7 the legal rates for 
the other seven wholesale customers 
involved. I feel that the record dis- 
closes a grave question as to the law- 
fulness of the rates and charges con- 
tained in said rate schedule. 

In my opinion, the respondent 
should be ordered to remove the ex- 
isting undue discrimination and pref- 
erence by filing with the-Commission 
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a schedule of nondiscriminatory rates 
applicable to the eight wholesale cus- 
tomers here involved, which would be 
just and reasonable rates under the 
circumstances and conditions based 
upon its experience for the past few 
years, including the year 1939. 

" I am convinced that the Commis- 
sion has ample authority under the act 
not only to forbid discrimination but 
to fix a just, fair, and reasonable rate 
to end such discrimination. I believe, 
however, that the record in this case 
does not support the finding as pro- 
posed, i.e., Fergus Falls rate is a rea- 
sonable rate to remove the discrimi- 
nation. 

I feel constrained to add that if, aft- 
er hearing, a rate is found to be rea- 
sonable for the purpose of removing 
discrimination, I do not feel that the 
Commission need go into the reason- 
ableness per se, of such a rate. 


Many, Commissioner, dissenting : 
I am in accord with the majority of 
the Commission in finding that there 
is undue discrimination on the part of 
the Otter Tail Power Company in the 
rates charged for electric energy sold 
in interstate commerce to at least some 
of the several municipalities and other 
wholesale customers named in this pro- 
ceeding. It is clearly the duty of this 
Commission to eliminate such dis- 
criminations and preferences as are 
shown to exist and there is no question 
in my mind that we possess the au- 
thority under the Federal Power Act 
to accomplish this end effectively and 
expeditiously. 

There is also nothing novel or ob- 
jectionable in holding that, where un- 
due discrimination exists, a utility may 
be required to make available to all 


customers within the same general 
class, who are served under substan- 
tially the same conditions, the lowest 
schedule of rates and charges that has 
been lawfully established for that class 
of service. This is true whether such 
rate schedule has been voluntarily 
fixed by the utility or has been estab- 
lished against its will through proper 
proceedings by a regulatory Commis- 
sion. 

It seems to be clear also that the 
Commission in requiring a lawfully 
established rate to be made available 
for the purpose of removing discrimi- 
nation, need not find that such base 
rate is just and reasonable per se. On 
all these points my views are in sub- 
stantial accord with those of the ma- 
jority. 

But it is equally clear, in my opin- 
ion, that the rates and charges selected 
by the Commission as a base and re- 
quired to be made available to other 
customers for the purpose of remov- 
ing discrimination must in fact be a 
valid rate schedule, the terms and con- 
ditions of which are not confused with 
or influenced by ulterior material con- 
siderations, which are not properly 
part of such a rate schedule. It is nec- 
essary also that all the customers to 
whom such rate is made available shall 
be not only of the same general class 
but shall also be substantially similarly 
situated as regards the cost of render- 
ing service. 

These fundamental conditions, in 
my opinion, are not met in the order, 
approved by the majority of the Com- 
mission, requiring the Otter Tail Pow- 
er Company to render service to five 
municipal distribution systems and 
two utilities at “the rates and charges 
contained in Otter Tail Power Com 
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pany Rate Schedule F. P. C. No. 7 for 
the sale and delivery of electric energy 
to the city of Fergus Falls, Minne- 
sota.” 

There is some reason to question 
whether this so-called “Rate Schedule 
F. P. C. No. 7,” which is ordered sub- 
stituted for the corresponding provi- 
sions in existing contracts, is a valid 
rate schedule within the meaning of the 
Federal Power Act and the rules and 
regulations of this Commission. It is 
in fact an agreement or contract be- 
tween the Otter Tail Company and the 
city of Fergus Falls, signed in April 
1935, not only fixing the terms and 
conditions for the sale of electric ener- 
gy by the utility to the city’s distribu- 
tion system, but also covering the dis- 
position of important contractual and 
property rights and obligations creat- 
ed under the terms of another contract, 
then existing, which had been in ef- 
fect since 1912 and would have con- 
tinued until 1937. These rights and 
obligations related to such matters as 
the city’s water rights in the Otter Tail 
river on which the power company’s 
generating station is located, the waiv- 
er of the right of the city under the 
preceding contract to acquire that 
plant, and the obligation of the pow- 
er company to furnish water free to 
the city from its reservoir. 

Whether or not these complex pro- 
visions were, as alleged by the power 
company, material considerations 
which did in fact influence the sched- 
ule of rates and charges for the sale 
of electric energy to the city, as set 
forth in par. 6 of the contract, there 
would seem to be no question but that 
they have no place in a valid electric 
rate schedule. They must inevitably 
hecloud any determination of the jus- 
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tice and reasonableness of such rate; 
and the practice of including such ex. 
traneous provisions in rate schedules 
or contracts has generally met with 
the condemnation of Commissions and 
courts. 

It is not necessary to weigh the 
somewhat cloudy evidence in this case 
as to the materiality of these particu. 
lar considerations at the time the pres- 
ent contract was signed or explore the 
ancient history of the relations between 
the city and the power company to de- 
termine how far they may have inflv- 
enced the rates and charges for elec- 
tric service. There are in the con- 
tract itself other clear-cut and mate- 
rial considerations which have a direct 
bearing upon rates and charges and 
substantially differentiate the business 
of supplying electric energy to Fergus 
Falls from the other municipalities 
and utilities here under consideration. 

In the first place, under the contract 
(F. P. C. No. 7) the point of delivery 
of electric energy for the city of Fer- 
gus Falls is specified by § 2 as being 
“at the switchboard at the power 
house at the Wright dam of the power 
company in the city of Fergus Falls, 
Minnesota.” This appears to bring 
the service rendered to Fergus Falls 
substantially within the terms of the 
definition, approved by this Commis- 
sion, of “At Site Power,” as set forth 
in the rate schedules of the Bonneville 
Project, at least to the extent of the en- 
ergy supplied from generating stations 
located within 15 miles of the Fergus 
Falls delivery point. This definition 
classifies as “At Site Power” that 
which is delivered at the bus bars of 
the power plant or at points adjacent 
thereto and consumed within a radius 
of 15 miles. ’ 
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Five hydro plants and one steam 
plant of the Otter Tail Power Com- 
pany are located in Fergus Falls or its 
immediate vicinity and have a com- 
bined capacity and output greatly in 
excess of the requirements of the city. 
While the record does not disclose the 
exact extent to which Fergus Falls is 
supplied from these local sources, it 
would appear that the bulk of the en- 
ergy is derived therefrom. It may be 
noted also that any deficiency that may 
arise from the inadequacy of these lo- 
cal plants would be supplied from the 
Wahpeton base load plant which is 
only about 20 miles from Fergus Falls 
and therefore comes approximately 
within the 15-mile radius of the “At 
Site” definition. 

The Commission’s witness Dun- 
stan testified that all the other inter- 
state wholesale customers involved in 
the present proceeding are served from 
the company’s 40,000-volt transmis- 
sion system, except Breckenridge, 
which is served by a short stub line 
from the Wahpeton plant. 

This Commission, in approving the 
rates for the Bonneville project, has 
recognized the reasonableness of a 
differential in rates as between serv- 
ice “At Site’ and service from the 
high tension transmission system. On 
this basis the Bonneville ‘At Site” 
rate for “prime power” is fixed at 
$14.50 per kilowatt year and the trans- 
mission line rate is fixed at $17.50. 
This is a differential of 20.7 per cent, 
clearly indicating the wide variation 
in rates which this Commission has 
formally recognized as applying to 
these two classes of service. It is not 
suggested that Fergus Falls, because 
of its location, is entitled to any such 
differential. The Otter Tail hydros 
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are so small and variable in operation 
so that the hydro power generated is 
by no means “firm.” It is urged mere- 
ly that its location “At Site” is a fac- 
tor which differentiates it from other 
customers, under the precedents rec- 
ognized by this Commission. 

In the second place, the so-called 
“rate schedule” in question (Fergus 
Falls—Otter Tail Contract—F. P.C. 
No. 7) provides in § 7 that in the 
event any taxes are levied “under the 
provisions of any law by rea- 
son of, based upon or determined by 
the electricity sold by the power com- 
pany to the city” the rates shall be in- 
creased in an amount equivalent to 
such taxes. This is a guaranty which 
no city could prudently have under- 
taken except as a material considera- 
tion affecting the level of rates. None 
of the contracts with other cities— 
Barnesville, Breckenridge, Lake Park, 
Odessa, and Ortonville—contains any 
such tax guaranty clause. 

Finally in § 1 of the contract the 
city of Fergus Falls agrees to limit 
its sales to “public and private light- 
ing and cooking, and for all domestic 
and municipal purposes, but for no 
other purposes.” This reserves to the 
power company the exclusive right to 
serve commercial, industrial, and all 
other customers using energy for any- 
thing other than municipal purposes 
and domestic lighting and cooking. 
While there appears to be no evidence 
in the record to show how profitable 
this reserved business is, there is no 
doubt that the company would have 
let the city have it if they had not re- 
garded this privilege as valuable. 
Equally important as affecting the 
matter of substantial similarity of con- 
ditions of service under the order, no 
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other municipality appears to have ac- 
cepted such a restriction. On the con- 
trary the city of Ortonville in § 10 of 
its contract specifically reserved to it- 
self as a valuable consideration the ex- 
clusive right to serve not only Orton- 
ville but also Big Stone City and the 
quarry district adjacent thereto. 

In view of these considerations, 
which may have materially affected the 
rates set forth in the contract between 
the power company and the city of 
Fergus Falls, and because of the sub- 
stantial differences between the condi- 
tions affecting electric service to that 
municipality and the other customers 
here involved, I cannot join in the or- 
der requiring that the so-called Fergus 
Falls rate schedule (F.P.C. No. 7) 
be substituted for the rates embodied 
in other existing contracts. 

In addition to the difficulties above 


described, there are others which may 
be of an even more fundamental char- 


acter. For example, the Fergus Falls 
rate appears to be related in some de- 
gree to the tax guaranty clause above 
described. If the somewhat indefinite 
language of the order requiring the 
substitution of this rate is interpreted 
as not including this tax clause, the 
Commission, in making this rate gen- 
erally available, would certainly not be 
including all the terms and conditions 
of the contract which may have a di- 
rect and material bearing upon the cost 
of rendering service. If, on the other 
hand, it should be held that the order 
requires the other customers who re- 
ceive the benefits of the Fergus Falls 
rate to accept the obligation of the tax 
guaranty, statutory as well as consti- 
tutional obstacles would at once arise. 

By what authority could this Com- 
mission require a municipality or oth- 
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er political subdivision of a sovereign 
state to guarantee a utility against tax 
increases ? 

Finally, it is not certain that all the 
customers affected by this blanket or- 
der substituting the Fergus Falls rate 
for the rates in their existing contracts 
would be benefited by or would desire 
the change. The average charge for 
three of the four communities served 
by the Minnesota Utilities Company 
would be materially increased. Fur- 
thermore questions asked at the hear- 
ing by the representative of the city 
of Ortonville seemed to _ indicate 
doubt as to whether the Fergus Falls 
rate would be preferable to the exist- 
ing Ortonville rate. 

While increases as well as decreases 
of rates may be required to remove un- 
due discriminations, certainly it is dif- 
ficult to find that undue discriminations 
exist in such cases as Minnesota Util- 
ities and Ortonville, where the differ- 
ences in average charges relative to 
Fergus Falls are comparatively small 
(1.79 cents and 1.65 cents as against 
1.54 cents respectively) and where 
such differences are the result of vol- 
untary, arms’-length contracts and are 
reasonably related to the existing con- 
ditions of service. 

These objections to the order requir- 
ing the substitution of the Fergus Falls 
rate for the rates now in effect for the 
other wholesale purchasers of inter- 
state energy do not mean that the Com- 
mission is without authority to grant 
these municipalities and utilities 
prompt and effective relief. The Com- 
mission, upon its finding of undue dis- 
crimination in this case, clearly has 
the authority to require the Otter Tail 
Power Company to remove the dis- 
crimination by filing, subject to Com- 
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mission approval, just and reasonable 
rates for the communities and utilities 
discriminated against, together with 
such evidence as the Commission may 
require to determine whether such new 
rates meet the requirements of the 
Federal Power Act. 

That is the course I believe should 


regulation may be highly desirable, in 
order to save the government, the 
utilities, and the consumers, where 
possible, the expense and delay attend- 
ant upon involved rate cases. Never- 
theless such methods cannot achieve 
their ends or escape shipwreck in the 
courts unless they are sound as regards 


be pursued. Short-cut methods in rate both facts and procedure. 





FEDERAL POWER COMMISSION 


Re Northern States Power Company 
(Wisconsin) 


[Opinion No 21-B, Project No. 108.] 


Procedure, § 22 — Sufficiency of hearing — Accounting. 

1. A power company cannot claim that it had no opportunity to be heard 
on the question whether it may be required to transfer from project to 
other accounts items disallowed in determining actual legitimate original 
cost of a federally licensed power project, where in previous hearings the 
issue presented was whether the items in question constituted actual 
legitimate original cost and on this issue the power company had a full 
hearing, p. 281. 


Valuation, § 405 — Actual legitimate original cost — Binding effect of finding. 
2. Actual legitimate original cost determinations under the Federal Pow- 
er Act are binding upon licensees for all accounting purposes, as original 
cost is identical with actual legitimate original cost, p. 281. 


Accounting, § 3 — Federal Commission powers — Transfer of items. 
3. The Federal Power Commission has statutory authority to order a 
licensee to transfer items from one account to another in accordance 
with the Uniform System of Accounts, p. 282. 


Valuation, § 67 — Actual legitimate original cost — Accounting. 
4. Actual legitimate original cost of federally licensed power projects 
should be established as early as possible and subsequent changes in the 
fixed capital should be periodically determined, to the end that the power 
company’s accounts be properly stated to reflect only such costs, p. 282. 


Accounting, § 3 — Federal Commission powers — Validity of order. 
5. An order of the Federal Power Commission requiring books of a 
federally licensed power company properly to reflect accounts is valid 
and within the scope of Commission authority although the order may not 
be immediately necessary for some of the purposes prescribed in the Fed- 
eral Power Act, p. 282. 
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Accounting, § 3 — Federal authority — Conflicting jurisdiction. ; 


6. The Federal Power Commission’s order requiring a licensee to transfer 
certain items from one account to another is not invalid because it may 
conflict with accounting orders of a state Commission, since it cannot be 
assumed that either will arrive at different conclusions in respect of the 
accounting disposition of the items in question and thereby permit inflation 
of the licensee’s capital accounts, p. 283. 


Accounting, § 3 — Federal jurisdiction — State jurisdiction. 


7. That the Federal Power Commission’s system of accounts prescribed 
for licensees may not preclude accounting regulation by the states does 
not mean that any state regulation may be imposed to the exclusion of the 
Federal Commission’s regulation, p. 283. 


[May 7, 1940.] 
 agpaamegioes of proceeding finding actual legitimate original 
cost of power project disallowing certain items and order- 
ing their transfer from one account to another; order in ac- 
cordance with opinion. 


By the Commission: In two opin- 
ions (21 and 21-A), issued on Au- 
gust 11, 1936, and June 27, 1939, 
respectively, we considered and passed 


on the actual legitimate original cost 
of Project No. 108 of the Northern 
States Power Company (Wisconsin), 
hereinafter referred to as “licensee.” 
On the latter date we issued an order 
in which we determined that the ac- 
tual legitimate original cost of the 
project as of December 31, 1927, was 
$910,270.28, and disallowed items ag- 
gregating $208,526.72 claimed as part 
of such cost. We ordered, inter alia, 
that the items disallowed be trans- 
ferred from the licensee’s project ac- 
counts to the appropriate surplus or 
surplus reserves accounts, in accord- 
ance with the Uniform System of Ac- 
counts Prescribed for Public Utilities 
and Licensees, and that the licensee ex- 
ecute and submit FPC Form No. 76 
showing compliance with the order. 

In an application for rehearing, filed 
on August 7, 1939, the licensee in- 
timated that it had been given no op- 
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portunity to be heard on the question 
whether the amounts disallowed as 
project costs should be transferred to 
surplus or surplus reserves accounts; 
alleged that in compliance with the 
provisions of the Uniform System of 
Accounts the licensee was engaged in 
ascertaining the original cost of all its 
electric properties, which include the 
cost of Project No. 108, and contended 
that the elimination of the disallowed 
items might result in an understate- 
ment of the original cost of the electric 
properties ; and challenged our author- 
ity to direct such disposition of the 
disallowed items on the grounds, first, 
that our authority in respect of ac- 
counts was limited to certain specific 
purposes prescribed in the Federal 
Power Act, and there was no imme- 
diate need for effectuating the deter- 
mination of the actual legitimate orig- 
inal cost for these purposes, and, sec- 
ond, that our order might conflict with 
the requirements of the Public Service 
Commission of Wisconsin with re- 
spect to the disposition of the dis- 
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allowed amounts in the licensee’s ac- 
counts. 

[1] (1) There is no merit in the 
complaint that licensee had no oppor- 
tunity to be heard on the question 
whether it may be required to transfer 
disallowed items from project to other 
accounts. In the previous hearings, 
the issue presented was whether the 
items in question constituted actual 
legitimate original cost, and on this 
issue the licensee had a full hearing. 
Upon the determination that the items 
were not properly included in the proj- 
ect accounts, some disposition of these 
items had to be made. As a matter 


of accounting, it followed that since 
the items were not to be included in ac- 
tual legitimate original cost of the li- 
censed project and clearly were not 
cost of nonproject property, they 
should be charged to surplus or surplus 


reserves account.! Consequently, an 
additional hearing as to the accounting 
disposition of the disallowed items 


was entirely unnecessary. We grant- 
ed a rehearing in this case * in order to 
set at rest the substantive legal ques- 
tions presented. 


[2] (2) The licensee does not con- 
tend that the items in question con- 
stitute actual legitimate original cost, 
but says that, in compliance with our 
Uniform System of Accounts, it is 
now engaged in ascertaining the orig- 
inal cost of all its electric properties 
which include Project No. 108, and 
that the elimination of the items dis- 
allowed may result in an understate- 
ment of original cost, contending that 
there is a difference between “actual 
legitimate original cost” and “original 
cost.” This contention is without 
merit. The only cost for licensed 
projects recognized by the act is that 
determined in accordance with the 
ICC 1914 classification, in so far as 
applicable and except as limited by the 
act.2 There is nothing in the ICC 
classification which makes a distinc- 





1General Instruction 2, par. (F) of the Uni- 
form System of Accounts Prescribed for Pub- 
lic Utilities and Licensees (effective January 
1, 1937) provides: 

“All charges to the accounts prescribed in 
this system for electric plant, income, operating 
revenues, and operating expenses shall be just 
and reasonable, and any payments by the utility 
in excess of just and reasonable charges shall 
be included in Account 538, Miscellaneous In- 
come Deductions.” 

Since the disallowed items in connection with 
this particular project were incurred, or 
claimed to have been incurred, in prior years, 
such items are chargeable to Miscellaneous 
Debits to Surplus (Account 414) rather than 
> aaa Income Deductions (Account 


*After the rehearing and submission of 
briefs in this case, applications for rehearing 
were filed in other cases, raising substantially 
the same questions. Since there was no re- 
quirement or necessity for a rehearing on the 
accounting disposition of disallowed claimed 
costs, the applications for rehearing in the 
other cases were not acted upon, and by 
operation of § 313(a), were denied. 
Section 3(13), 16 USCA § 796(13) pro- 
vides as follows: 
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“ ‘net investment’ in a project means the ac- 
tual legitimate original cost thereof as defined 
and interpreted in the ‘classification of in- 
vestment in road and equipment of steam roads, 
issue of 1914, Interstate Commerce Commis- 
sion,’ plus similar costs of additions thereto 
and betterments thereof, minus the sum of 
the following items properly allocated there- 
to, if and to the extent that such items have 
been accumulated during the period of the 
license from earnings in excess of‘a fair re- 
turn on such investments: (a) Unappro- 
priated surplus, (b) aggregate credit balances 
of current depreciation accounts, and (c) ag- 
gregate appropriations of surplus or income 
held in amortization, sinking fund, or similar 
reserves, or expended for additions or better- 
ments or used for the purposes for which such 
reserves were created. The term ‘cost’ shall 
include, in so far as applicable, the elements 
thereof prescribed in said classification, but 
shall not include expenditures from funds 
obtained through donations by states, munici- 
palities, individuals, or others, and said classi- 
fication of investment of the Interstate Com- 
merce Commission shall in so far as applicable 
be published and promulgated as a part of the 
rules and regulations of the Commission.” 
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tion between “original cost” and “ac- 
tual legitimate original cost”; the ap- 
plicability of the rules and principles 
does not require or permit setting up 
a distinction in respect of the questions 
here involved; and there is nothing 
in the statutory limitations which 
would require or permit a distinction. 
Consequently “actual legitimate orig- 
inal cost” determinations are binding 
upon licensees for all accounting pur- 
poses, making “original cost” identical 
with “actual legitimate original cost.” * 

With this alleged distinction elim- 
inated, the licensee, in effect, says that 
having been unsuccessful in capitaliz- 
ing the items in one proceeding, it 
should be given a chance to do so at 
some later stage, if and when its com- 
pliance with the Uniform System of 
Accounts is questioned. Far from 
showing that the order in question is 
improper, this argument points to the 
opposite conclusion. Our order points 
the way toward full compliance with 
the requirements for the ascertainment 
of the original cost of the licensee’s 
electric properties. The items in ques- 
tion do not constitute actual legitimate 
original cost, and it would be improper 
to include them as “original cost” of 
the licensee’s electric properties, for 
that would result in inflation of the 
licensee’s electric plant accounts. 

[3] The real question in this case 
is whether upon the exclusion of these 
items from electric plant accounts, we 
have acted within the scope of our 


authority by requiring that the items 
be so recorded as to prevent inflation 
of the electric plant accounts. The 
licensee argues that although we may, 
under the statute, prescribe a Uniform 
System of Accounts, we do not have 
the authority to order the licensee to 
transfer items from one account to 
another in compliance with that sys- 
tem. Our determination of actual 
legitimate original cost of a project is 
not for mere academic interest, but to 
make our administration of the Fed- 
eral Power Act effective. Congress 
gave us the power to prescribe a Uni- 
form System of Accounts and to de- 
termine by order the accounts in which 
particular outlays should be entered 
(§ 301(a)), 16 USCA § 825, also to 
issue orders, rules, and regulations 
necessary or appropriate to carry out 
the provisions of the Federal Power 
Act (§ 309), 16 USCA § 825h. It 
is not necessary to dwell at length on 
the proposition that the order here in- 
volved comes within the terms of the 
statute. 

[4, 5] (3) The licensee further con- 
tends that our authority in respect of 
determination of actual legitimate 
original cost is limited to specific pur- 
poses prescribed in the Federal Power 
Act, namely: (a) for the determina- 
tion of amortization reserves to be set 
up under § 10(d) of the act; (b) for 
the ascertainment of the net invest- 
ment of the licensee, in the event the 
United States should elect to take over 





#Under the heading “Applicability of Sys- 
tem of Accounts,” in the preface of the Uni- 
form System of Accounts, it is provided: 

“In accordance with requirements of § 3 
of the act, the classification of investment in 
road and equipment of steam roads, issue of 
1914, Interstate Commerce Commission,’ is 
published and promulgated as a part of the 
accounting rules and regulations of the Com- 


mission, and a copy thereof is appended here- 
to as Appendix II. Irrespective of any rules 
and regulations contained in this system of 
accounts, the cost of original projects licensed 
under the act, and also the cost of additions 
thercto and betterments thereof, shall be de- 
termined under the rules and principles as 
defined and interpreted in said classification 
of the Interstate Commerce Commission so far 
as applicable.” (Italics supplied.) 
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the project under § 14; and (c) for 
the determination of just and fair 
compensation for the use of the proj- 
ect, in the event that the operation 
thereof is taken over by the United 
States under § 16. The licensee then 
argues that there is no immediate ne- 
cessity for fixing the amount of actual 
legitimate original cost for the first 
purpose until 1943; for the second 
purpose until 1971; and for the third 
purpose until the President has ex- 
pressed his opinion that the operation 
of the project should be taken over. 
Had our authority in this respect 
been limited to these three purposes, 
there would still be no merit to the 
contention that the order in question 
is premature. In the administration 
of the Federal Power Act, it is im- 
portant that the actual legitimate orig- 
inal cost of projects be established as 
early as possible and that subsequent 
changes in the fixed capital be period- 
ically determined, to the end that the 
accounts be properly stated to reflect 
only such costs. Time has a way of 
eradicating facts which are more easily 
ascertained when they occur. If the 
books of the licensee do not properly 
reflect the ascertained actual legitimate 
original cost, and they are permitted 
to remain in such state for a long pe- 
riod of time, the difficulties of making 
the proper adjustments will be greatly 
augmented. Alabama Power Co. v. 
McNinch (1937) 68 App DC 132, 
21 PUR(NS) 225, 94 F(2d) 601, 
606; Clarion River Power Co. v. 
Smith, 61 App DC 186, PUR1932E 
149, 59 F(2d) 861, 863; affirming 59 
Wash LR 106, PUR1931B 262. 


But the purposes mentioned by the 
licensee are not the only purposes for 
which we are required to ascertain the 
actual legitimate original cost of proj- 
ects and to require that the books of 
the licensee properly reflect the ac- 
counts. In the determination of what 
would constitute a reasonable rate of 
return upon the net investment (§ 10 
(d)), in the determination of what 
would constitute excessive profits 
(§ 10(e)), in the determination of 
reasonable rates for electric energy 
transmitted in interstate commerce 
(§ 20), in the requirement of annual, 
periodic, or special reports (§ 304 
(a)), and in the exercise of our in- 
vestigatory and rule-making powers 
(§§ 307, 309, and 311), it is highly 
important that we have information 
based upon the Uniform System of 
Accounts and that the books of the 
licensees properly reflect such ac- 
counts. It is, therefore, no argument 
to say that our order requiring that 
this licensee’s books properly reflect 
the accounts is invalid, because the 
licensee does not deem the order to 
be immediately necessary for some of 
the purposes prescribed in the act. 

[6, 7] (4) Finally, the licensee con- 
tends that the order is without author- 
ity because it may conflict with ac- 
counting orders which may be issued 
by the Public Service Commission of 
Wisconsin. We cannot assume that 
the state Commission will arrive at 
different conclusions in respect of the 
accounting disposition of the items in 
question, and thereby permit inflation 
of the licensee’s capital accounts.° 
However, even if the state Commis- 





5 After the rehearing in this case, the Wis- 
consin Commission, in an opinion delivered by 
it, considered the original cost of this project. 
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In a spirit of codperation, and to avoid un- 
necessary conflict, the Commission said: 
“The request to classify the $1,238,337.56, 
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sion took a different view of these 
matters, that would not render our 
order invalid, nor, on the other hand, 
would the licensee be rendered unable 
to comply with the orders of the Pub- 
lic Service Commission of Wisconsin. 
While our System of Accounts pre- 
scribed for licensees may not preclude 
accounting regulation by the states, 
it does not mean that any state regu- 
lation may be imposed to the exclusion 
of our own. 

Nor is there any basis for this argu- 
ment in the fact that the licensee is a 
“public utility’ within the meaning 
of the Federal Power Act. True, 
§ 301(a), supra, which authorizes us 
to prescribe a system of accounts for 
licensees and public utilities also pro- 
vides that “nothing in this act shall 
relieve any public utility from keeping 
any accounts, memoranda, or records 
which such public utility may be re- 
quired to keep by or under authority 
of the laws of any state.” But this 
only means that under the Federal 
Power Act the licensee does not, by 
virtue of being subject to our regu- 
lation, become immune from account- 
ing regulation by the state Commis- 
sion. If that Commission requires the 
licensee to set up additional accounts 
as part of the project cost within the 
meaning of the state law, there is no 
reason why the licensee may not com- 
ply with that order and, at the same 


time, however, comply with the order 
herein issued. 

For the above reasons, the relief 
sought in the application for rehear. 
ing must be denied. An order will be 
entered accordingly. 


Order Supplemental to Order of June 
27, 1939, Directing Compliance in 
Conformity Therewith 


Upon reconsideration of the order 
entered herein on June 27, 1939, deter- 
mining the actual legitimate original 
cost of Project No. 108 as of Decem- 
ber 31, 1927, to be $910,270.28, dis- 
allowing additional claims aggregating 
$208,526.72, and requiring the North- 
ern States Power Company (Wiscon- 
sin) to establish accounts accordingly, 
to transfer the disallowed items from 
its project accounts to the surplus or 
surplus reserves accounts, and to ex- 
ecute and submit FPC Form No. 76 
showing compliance with said order; 
upon consideration of the licensee’s 
application for rehearing, the evidence 
adduced and arguments submitted; the 
Commission, for the reasons stated in 
its Opinion No. 21-B, filed this day, 
orders that: 

The order of June 27, 1939, be and 
it is hereby reaffirmed, except that the 
date for the execution and submission 
of FPC Form No. 76 is hereby ex- 
tended to June 29, 1940. 





representing the book cost of the Chippewa 
reservoir as utility plant leased to others ap- 
pears reasonable. The original cost of this res- 
ervoir is being considered by the Federal Power 
Commission; pending its final decision, we see 
no objection to retention of the book cost in 
the accounts. This should not be construed 
as approval of that book cost or any indica- 
tion on our part that it represents the original 
cost of the plant. Since the Federal Power 
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Commission is investigating that matter, our 
staff has made no analysis of the Chippewa 
reservoir accounts and there is nothing in 
this proceeding concerning its original 
cost.” 

(In the Matter of the Requirements with Re- 
spect to Accounting for Units of Property 
and Their Installed Costs by Accounting Areas 
of the Northern States Power Company, 
Docket No. 2-U-920, decided March 30, 1940). 
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SECURITIES AND EXCHANGE COMMISSION 


Re United Gas Improvement Company et al. 


[File No. 59-6, Release No. 2065.] 


Intercorporate relations, § 19.8 — Integration of holding company system — 
Notice of Commission hearing. 
1. Adequate notice of a Commission hearing as the basis for a Commission 
order to limit operations of a holding company system to a single integrated 
public utility system, pursuant to § 11(b)(1) of the Holding Company Act, 
15 USCA § 79k, is notice which fairly advises the parties at some appro- 
priate time of the tentative views of the Commission; and opportunity for 
hearing represents opportunity to present evidence and to be heard upon 
the issues in the proceeding, p. 285. 


Intercorporate relations, § 19.8 — Holding company integration proceeding — 
Notice of hearing — Statement of Commission views. 


2. Supplemental notice informing companies in a holding company system 
as to what action the Commission tentatively believes compliance with § 11 
(b)(1) of the Holding Company Act (integration section) requires, may 
properly be given a full opportunity to introduce evidence and to be heard 
on those tentative views may properly be granted, in order to expedite pro- 
ceedings instituted by Commission order under § 11(b) (1), even though 
the original notice (omitting such tentative views) was adequate, where 
no person could be injured by such statement of Commission views, p. 
285. 
[May 23, 1940.] 


I honey of and order for hearing pursuant to § 11(b)(1) 

of the Public Utility Holding Company Act of 1935 in- 

stituting integration proceedings; request for supplemental 

notice containing tentative Commission views granted and 
hearing postponed. 


¥ 


By the Commission: [1, 2] On ment Company, a registered holding 
March 4, 1940, the Commission di- company, and its subsidiary compa- 
rected a notice of and order for hear- nies, the relationships among the 


ing pursuant to § 11(b) (1) of the 
Public Utility Holding Company Act 
of 1935, 15 USCA § 79k, to the Unit- 
ed Gas Improvement Company, a reg- 
istered holding company, and its sub- 
sidiary companies, as respondents. 
This order recited that the Commis- 
sion had examined “the corporate 
structure of the United Gas Improve- 
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companies in the holding company sys- 
tem of said the United Gas Improve- 
ment Company, the character of the 
interests thereof and the properties 
owned or controlled thereby.” This 
recital was followed by a number of 
allegations relating to the identity of 
the respondents, their relationships, 
the types of business in which they 
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engaged, and the places in which each 
respondent conducted its business. 
The order further stated that from 
such examination it appeared to the 
Commission that “the holding com- 
pany system of said the United Gas 
Improvement Company is not confined 
in its operations to those of a single 
integrated public utility system within 
the meaning of the act, and to such 
other businesses as are reasonably in- 
cidental, or economically necessary or 
appropriate to the operations of such 
integrated public utility system.” ? 
Following this, the order directed the 
respondents to file on or before April 
12, 1940, “their joint or several an- 
swers admitting, denying, or otherwise 
explaining their respective positions” 
with respect to the allegations referred 
to above. 

In the same order, the Commission 
directed that a hearing be held to deter- 
mine (1) such issues, if any, as might 
arise from the allegations contained in 
the Notice and Order and the answers 
filed thereto by any of the respondents 
or by any other party to the proceed- 
ing; (2) what action, if any, is neces- 
sary and shall be required to be taken 
by the respondents, or any of them, 
to limit the operations of the holding 
company systems of each of the reg- 
istered holding companies named in 
the order to a single integrated public 
utility system, and to such other busi- 
nesses as are reasonably incidental, or 
economically necessary or appropriate 
to the operations of such integrated 
public utility system; (3) upon ap- 
propriate application, the extent to 
which each of the registered holding 





1Obviously, these recitals were purely ten- 
tative. They were so understood by U.G.L., 
according to the statement of its counsel. 
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companies named in the order shall be 
permitted to continue to control one or 
more additional integrated public util- 
ity systems as provided by Clauses 
(A), (B), and (C) of § 11(b) (1) 
of the act; and (4) upon appropriate 
application, the extent to which any 
of the respondents will be permitted to 
retain any interest in any business 
(other than that of a public utility 
company as such) as provided by § 11 
(b) (1) of the act. 

On April 12, 1940, the United Gas 
Improvement Company, and various 
of its subsidiary companies, as re- 
spondents, filed an answer to the afore- 
mentioned order reciting, among other 
things, that it had not been advised 
that the Securities and Exchange Com- 
mission had made any ‘“determina- 
tions” or “contemplated determina- 
tions” under § 11(a) with respect to 
its system; that there can be no prop- 
er hearing pursuant to § 11(b) (1) 
until following the receipt of advice by 
it from the Commission as to what 
“action” the Commission proposes to 
direct ; and that the Commission’s re- 
citals and allegations to the effect that 
the system’s operations are not con- 
fined to a single integrated public util- 
ity system did not constitute the no- 
tice contemplated by the act because 
they merely stated conclusions in the 
negative, failed to specify which part, 
if any, of its system lies outside the 
“single integrated system,” and failed 
to specify which business, if any, was 
not incidental, or necessary to the op- 
erations of such system. The Com- 
mission heard oral argument from 
counsel for the respondent upon the 
foregoing matters. 


Sections 11(a) and 11(b)(1) of 
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the Public Utility Holding Company 
Act of 1935 provide: 

“(a) It shall be the duty of the 
Commission to examine the corporate 
structure of every registered holding 
company and subsidiary company 
thereof, the relationships among the 
companies in the holding company sys- 
tem of every such company and the 
character of the interests thereof and 
the properties owned or controlled 
thereby to determine the extent to 
which the corporate structure of such 
holding company system and the com- 
panies therein may be simplified, un- 
necessary complexities therein elim- 
inated, voting power fairly and equi- 
tably distributed among the holders 
of securities thereof, and the prop- 
erties and business thereof confined 
to those necessary or appropriate to 
the operations of an integrated public 
utility system. 

“(b) It shall be the duty of the 
Commission, as soon as practicable 
after January 1, 1938: 

“(1) To require by order, after no- 
tice and opportunity for hearing, that 
each registered holding company, and 
each subsidiary company thereof, shall 
take such action as the Commission 
shall find necessary to limit the opera- 
tions of the holding company system 
of which such company is a part to 
a single integrated public utility sys- 
tem, and to such other businesses as 
are reasonably incidental, or economi- 
cally necessary or appropriate to the 
operations of such integrated public 
utility system: Provided, however, 
that the Commission shall permit a 
registered holding company to con- 
tinue to control one or more additional 
integrated public utility systems, if, 
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after notice and opportunity for hear- 
ing, it finds that— 

“(A) Each of such additional sys- 
tems cannot be operated as an inde- 
pendent system without the loss of 
substantial economies which can be 
secured by the retention of control by 
such holding company of such system; 

“(B) All of such additional sys- 
tems are located in one state, or in 
adjoining states, or in a contiguous 
foreign country; and 

“(C) The continued combination 
of such systems under the control of 
such holding company is not so large 
(considering <he state of the art and 
the area or region affected) as to im- 
pair the advantages of localized man- 
agement, efficient operation, or the 
effectiveness of regulation. 

“The Commission may permit as 
reasonably incidental, or economically 
necessary or appropriate to the opera- 
tions of one or more integrated public 
utility systems the retention of an in- 
terest in any business (other than the 
business of a public utility company as 
such) which the Commission shall find 
necessary or appropriate in the public 
interest or for the protection of inves- 
tors or consumers and not detrimental 
to the proper functioning of such sys- 
tem or systems.” 

Plainly no order can be entered un- 
der § 11(b) (1) until adequate notice 
has been given and opportunity for 
a full hearing has been afforded. Ade- 
quate notice, in our view, is notice 
which fairly advises the parties, at 
some appropriate time, of the tentative 
views of the Commission. “Oppor- 
tunity for hearing”’ represents, in our 
opinion, opportunity to present evi- 
dence and to be heard upon the issues 
in the proceeding. 
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We consider the notice already giv- 
en as adequate at this stage of the pro- 
ceeding. Nevertheless, since the re- 
spondents have requested a recitation 
of the Commission’s tentative con- 
clusions, together with a full descrip- 
tion of “such action as the Commis- 
sion has tentatively concluded to be 
necessary under the provisions of § 11 
(b) (1),” at the outset of the pro- 
ceeding, and since no person could be 
injured by such statement, we are will- 
ing to enlarge our original notice. 
Expedition is in the interest of all 
parties concerned, and we are in- 
clined to agree with the respondent 
that the issuance of the supplemental 
notice at this time will probably ex- 
pedite the conduct of this proceeding. 
The respondents will, therefore, be in- 
formed as to what action we tentative- 
ly believe compliance with § 11(b) 
(1) requires, and will be given a full 
opportunity to introduce evidence and 


to be heard on those tentative views, 

In order that the respondents may 
have sufficient time to prepare for the 
hearing on the basis of the more 
specific statement which will shortly 
be issued, the hearing scheduled for 
June 3, 1940, will be postponed until 
further order by the Commission. 

Commissioner Healy takes the view 
that the Commission at this stage 
should not go beyond issuing a tenta- 
tive designation or description of the 
integrated systems of the respondents. 
He reserves the right to state his views 
at greater length when the Commis- 
sion issues the supplementary notice or 
report mentioned in the majority opin- 
ion. 

Editor’s Note—Similar action was 
taken in Re Commonwealth & Southern 
Corp. (SEC) File No. 59-8, Release 
No. 2083, June 1, 1940; Re Engineers 
Pub. Service Co. (SEC) File No. 59-4, 
Release No. 2084, June 1, 1940. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re Haverhill Gas Light Company 


[D. P. U. 5956.] 


Rates, § 276 — Kinds — Straight rate. 

1. A straight rate, or so-called “flat rate,” based only upon consumption 
is obsolete under accepted modern rate practice as it has the disadvantage 
of failing to provide an incentive to larger individual customer use and it 
constitutes an actual discrimination in favor of the occasional or convenience 
user, while it also necessitates a large and disproportionate expense in bill- 
ing and bookkeeping accounts, owing to the substantial number of customers 
whose monthly consumption is merely nominal, p. 290. 


Rates, § 259 — Kinds — Promotional type. 


2. Gas rates based on consumption only should be superseded by schedules 
of modern promotional-type rates under which the company would be en- 
abled to increase its gross business, p. 293. 
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Rates, § 286 — Kinds — Initial charge — Gas. 
3. A promotional type gas rate schedule should contain a charge for a 
minimum quantity of gas sold which will closely approximate the amount 
which the company is required to spend to cover the expense of serving 
the average customer, p. 293. 


Return, § 24 — Reasonableness — Service maintenance — Ability to borrow 
money. 
4. An existing company serving a large community should not be so handi- 
capped in the matter of the amount of return permitted upon its investment 
that it is able to borrow money necessary for plant extensions and replace- 
ments only with great difficulty and at excessive interest rates, p. 
294. 


, § 257 — Kinds — Changes. 
5. Promotional rate schedules superseding obsolete consumption rate sched- 
ules, in order to augment gross revenues of a gas company, should be so 
prepared as to avoid sudden and drastic changes in the form and structure 
of rates, p. 294. 


, § 374 — Gas — Initial charge. 
6. A charge of 75 cents for the first block of 200 feet of monthly gas use 
was considered more reasonable than a $1 charge, upon a change from a 
straight consumption rate to a promotional type of rate, p. 296. 


, § 373 — Gas — Convenience customer — Small user. 
Statement that the convenience customer of the average modern gas com- 
pany is not necessarily a person of small means and usually is otherwise, 
that he is commonly to be found among the dwellers in apartments, in the 
medical and dental professions and in small commercial establishments 
where gas is used in minimum quantities for limited purposes or only 
periodically, p. 293. 


[May 28, 1940.] 


——— of increased rates and charges filed by gas 
company; schedules disapproved and disallowed and new 
tariffs promulgated by Department. 


¥ 


ary 1, 1940. The effect of said sched- 
ules, if allowed, would be to increase 


APPEARANCES: Peter J. Rempe, 
for the Haverhill Gas Light Com- 


pany ; Mayor Albert W. Glynn, for the 
city of Haverhill; Representative Co- 
lin J. Cameron, for the towns of 
Amesbury, Merrimac, and Salisbury. 


Grant, Commissioner: The sched- 
ules of proposed rates and charges for 
gas herein considered were filed with 
the Department by the Haverhill Gas 
Light Company on December 15, 1939, 
the same to become effective on Janu- 
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the net earnings of the company by 
approximately $30,000. The respond- 
ent represents that this increase has 
become necessary by reason of pro- 
gressively larger expenditures incident 
to the cost of doing business in recent 
years and by substantial concurrent 
losses in the revenues received by the 
company from its domestic customers. 

Subsequent to the filing of these 
schedules the Department entered up- 
33 PUR(NS) 
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on an investigation upon its own mo- 
tion as to the propriety of the rates 
and charges embodied therein and a 
public hearing was held on January 16, 
1940, at which the mayor of the city 
of Haverhill appeared and opposed 
any increase in rates. Since that time 
the operation of the schedules has 
been suspended to give the Department 
an opportunity to pursue its investiga- 
tion, the last suspension voted being 
to June 1, 1940. 

[1] The Haverhill Gas Light Com- 
pany is one of the few gas companies 
doing business within the common- 
wealth which continues to sell its prod- 
uct largely upon the basis of a so-called 
“flat rate,” the charge presently in ef- 
fect to household customers in Haver- 
hill being $1.25 for each 1,000 cubic 
feet of gas sold and delivered up to 
10,000 feet. This type of rate was 


once in general use among gas utili- 
ties but is considered obsolete under 


accepted modern rate practice. It has 
the obvious disadvantage of failing to 
provide an incentive to larger individu- 
al customer use and it constitutes an 
actual discrimination in favor of the 
occasional or “convenience” user. 
Another weakness of the flat rate is 
that it necessitates a large and dispro- 
portionate expense in billing and book- 
keeping accounts due to the substantial 
number of customers involved whose 
monthly consumption is merely nom- 
inal. 

The rates sought to be approved in 
this proceeding are promotional in 
character, beginning with a block of 
200 cubic feet or less for which the 
monthly charge to the customer would 
be $1. Customers living in the city of 
Haverhill would pay 11 cents per hun- 
dred cubic feet for the next additional 
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800 cubic feet of gas consumed, 9 cent; 
per hundred cubic feet for the next 
4,000 cubic feet per month, 7 cents for 
the next 495,000 cubic feet, and 65 
cents per hundred cubic feet for all gas 
consumed in excess of 500,000 cubic 
feet per month, the two latter steps be. 
ing subject to a fuel adjustment clause 
depending upon possible fluctuations 
in the retail price of fuel oil. 

The rates for customers in the towns 
of Merrimac and Groveland would be 
the same under the company’s filed 
schedules for the first block of 200 
cubic feet of monthly use, but slightly 
higher for gas sold in the several 
blocks exceeding that amount. In the 
town of Amesbury there would be a 
similar differential to provide for the 
higher costs of serving that territory. 

Two years ago the Haverhill Gas 
Light Company unsuccessfully sought 
the Department’s approval of tariffs 
which would have effected an increase 
in the amount of its net revenues of 
approximately $25,000. In disposing 
of the matter at that time the Depart- 
ment, in an order issued January 31, 
1939 (D. P. U. 5688), 27 PUR(NS) 
129, 133, qualified its refusal to allow 
the proposed rates to take effect by 
stating, in the concluding paragraph 
of the majority opinion: 

“If conditions fail to improve it 
may be necessary to readjust the rates 
of the company to secure a more ade- 
quate return, and conditions may also 
arise which will warrant a substantial 
departure in the form of rates now in 
effect.” 

In connection therewith the com- 
pany recites that, although general 
business conditions in the Haverhill 
area have shown some improvement 
since the promulgation of the order in 
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the last case, the gross revenues of the 
company have declined during the in- 
tervening period and commodity pric- 


i es have shown a steady upward trend. 


It is further recited that unless some- 
thing can be done to augment the gross 
revenues of the company, it will be 
severely handicapped in future expan- 
sion of its facilities and making need- 
ed replacements, the net effect of which 
will be deterioration in the quality of 
the service. 

The respondent company supplies 
gas to retail customers in Haverhill, 
Merrimac, Groveland, Amesbury, and 
Salisbury. It has wholesale contracts 
for the sale of gas with local compa- 
nies serving Newburyport, George- 
town, Rowley, Ipswich, Essex, Man- 
chester, Hamilton, Wenham, and 
Topsfield, all of which municipalities 
are within the commonwealth; and 
with a company serving Hampton, 
Seabrook, and Exeter, New Hamp- 
shire. It is apparent, from analysis 
of the company’s retail sales territory, 
that there is little likelihood of sub- 
stantial future increases in the num- 
ber of its customers; in fact all of the 
evidence tends to support the premise 
that it will continue to lose customers 
in direct proportion to the availability 
of cheaper competitive fuels, princi- 
pally range and furnace oil. 

The immediate need, therefore, in 
order to maintain the financial stabil- 
ity of the company in such a condition 
as to assure a continuity of the kind 
of service to which its customers are 
accustomed, is to establish tariffs 
which will promote larger individual 
consumption of gas by the average re- 
tail customer by offering progressive 
reductions in prices as larger amounts 
are used, and which effectively will 


reduce the amount of present losses 
resulting from the sale of gas to cus- 
tomers whose monthly bills are so 
small that they do not pay their way. 

It is obvious that a continuation of 
the recent downward trend in the 
amount of the company’s annual net 
revenues will, within a few years, re- 
duce its earnings to the vanishing 
point. Inthe year 1930 the company’s 
net earnings were $133,800. For the 
twelve months ended November 30, 
1939, they had fallen to $47,400 and 
if it had not been for an abatement in 
local taxes, amounting to $8,400, the 
figure would have been $39,000. 
There is pending also an appeal from 
a state franchise tax bill amounting to 
$9,500, not included in the 1939 fig- 
ures, which might still further reduce 
the net. 

The company’s gross revenues for 
the year 1930 were $733,300. This 
figure was reduced sharply over the 
five years next following but appears 
to have leveled off somewhat since 
1935. At the present time gross reve- 
nues are almost $180,000 less than 
they were a decade ago. Concurrent- 
ly the company’s expenses have shown 
a decrease of only $90,000 for the ten 
years and interest charges have been 
reduced only $5,000. On the other 
hand, the amounts required to be paid 
by the company in taxes increased by 
more than $9,000 per annum from 
1930 to 1938 and would have been 
more in 1939 except for the reason- 
able attitude of the Haverhill assess- 
ors. 

The Haverhill Gas Light Company 
has pursued a conservative manage- 
ment policy for many years. Its ex- 
penses for executive payroll and su- 
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perintendence are comparatively 
small, as its affairs are directed under 
a contract with the Stone & Webster 
utility management organization. Dur- 
ing the two years next preceding the 
filing of the tariffs here considered 
the respondent company had combined 
net earnings available for dividends 
amounting approximately to $95,000, 
but paid out only $78,624 to share- 
holders, or 3.2 per cent yearly upon 
the par value of its stock, leaving the 
remaining $16,000 in the surplus ac- 
count. 

During the twelve months ending 
November 30, 1939, the company sold 
573,879,000 cubic feet of gas to all 
customers, receiving a total revenue 
therefrom of $545,982. This repre- 
sented an average revenue per thou- 
sand cubic feet of gas sold of 95 cents 
and compares with an average revenue 
per thousand cubic feet of $1.13 in 
1930 when 633,125,000 cubic feet of 
gas were sold and the total revenue re- 
ceived was $717,251. The signifi- 
cance of this reduction appears by com- 


ly 35 per cent of all of its customers 
pay less than $1 in the amount of their 
monthly bills. 

The decline in revenues is further 
emphasized by the fact that during the 
same 10-year period ending Novem- 
ber 30, 1939, the number of custom- 
ers’ meters decreased from 16,028 to 
15,058, a reduction of more than 6 
per cent. In the meantime the com- 
pany largely has increased its sales to 
a limited number of large-use custom- 
ers. During the twelve months ended 
November 30, 1939, it sold a total of 
160,264,000 cubic feet of gas for 
space heating or about 27.9 per cent of 
its total output, and 121,610,000 cub- 
ic feet to other companies under its 
wholesale contracts, or 21.2 per cent 
of its output. There appears to be no 
question that both of these markets 
are wholly competitive and the extent 
of their importance is indicated by the 
following table of figures taken from 
the company’s Exhibit No. 2, filed 
with the Department at the public 
hearing : 


Gas Sales (M cu. ft.) 


Residential 

Commercial and Industrial . 
Space Heating 

Other Companies 


Total sales 


319,756 
149,859* 


633,125 


12 months ended 
Nov. 30, 1939 % 


236,225 
55,7 
160,264 
121,610 
573,879 


1930 % 

50.5 
11.9 
23.7 
13.9 


75,935 
87,975 


*The 1930 sales do not segregate ordinary residential sales for cooking, water heating, etc. 


for this type customer. 


It is estimated that approximately 10% of these sales should be in- 


cluded under residential in comparing the figure with 1939 sales. 


parison with the company’s estimate 
of $1.05 as the actual cost of serving 
the average customer and its represen- 
tation at the hearing that approximate- 
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Exhibit No. 4, submitted by the 
company, shows clearly that the re- 
turn to the stockholders upon their in- 
vestment has diminished in large pro- 
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portion since 1930, irrespective of the 
manner in which is it computed: 


average price of oil. A survey con- 
ducted by the company among its small 


Per Cent Return on Investment 


Investment Basis 1930 


A. Par Value of Stock 

B. Par Value of Stock Plus Premium on 
Stock 

C. Par Value of Stock Plus Premium on 
Stock plus Surplus 

D. Average Book Value of Plant 

E. Average Book Value of Plant less 
Retirement Reserve 


As may be seen from this table, the 
return upon par value of the com- 
pany’s stock, without considering the 
amount of the premiums, is less than 
4 per cent, and upon the average book 
value of plant it is less than 2 per cent. 

We are cognizant of the fact that 
the city of Haverhill, which comprises 
the bulk of the company’s retail sales 
territory, having 12,098 customers to 
1,153 for Amesbury, 870 for Salis- 
bury and Salisbury Beach, 447 for 
Merrimac, and 424 for Groveland, is 
an industrial community where the ef- 
fects of the economic depression have 
been manifest by widespread unem- 
ployment and large per capita relief 
expenditures. It does not appear, how- 
ever, that welfare recipients, as a class, 
are customers of the gas company, 
most of them being users of fuel oil 
for cooking and heating purposes. 
There was testimony at the hearing 
by representatives of the company that 
the city of Haverhill annually distrib- 
utes free of charge to those upon the 
relief rolls fuel oil to the value of ap- 
proximately $47,000. In this connec- 
tion it was suggested that, during the 
summer months, when the company’s 
load is lightest, it could supply gas to 
persons on welfare for cooking pur- 
poses only at a price below the recent 


12 Months 
Ending 


1933 1935 1937 1938 Nov. 1939 
Jo %o 


Jo Jo %o 
7.82 4.55 3.71 3.79 3.86 
6.45 3.75 3.06 3.12 3.18 


4.66 2.73 2.23 2.27 2.34 
4.06 2.32 1.88 1.92 1.96 


4.88 2.87 2.37 2.42 2.51 


customers selected at random showed 
that 78 per cent of those purchasing 
gas were gainfully employed and an 
additional 12 per cent appeared also to 
be employed but in occupational pur- 
suits which the investigators were un- 
able to ascertain. 

The results of this canvass would 
seem to add weight to the contention 
that the “convenience” customer of 
the average modern gas company is 
not necessarily a person of small means 
and usually is otherwise. He is com- 
monly to be found among the dwellers 
in apartments, in the medical and den- 
tal professions, and in small commer- 
cial establishments where gas is used 
in minimum quantities for limited 
purposes or only periodically. 

[2, 3] In view of what has been 
said concerning the obsolete charac- 
ter of the company’s present rate sched- 
ule and the difficulties that have arisen 
among gas utilities generally through 
losses in customers due to competition 
from other fuels, we are of opinion 
that the tariffs on file with the Depart- 
ment should be superseded by sched- 
ules of modern, promotional-type rates 
under which the company would be 
enabled to increase its gross business 
by an amount approximating that 
herein contemplated. This means 
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that there should be a charge for a 
minimum quantity of gas sold which 
will more closely approximate the 
amount which the company is required 
to spend to cover the expense of serv- 
ing the average customer. To require 
the respondent to continue to do busi- 
ness upon a basis which deprives it of 
the opportunity to meet increased costs 
in a very large proportion of its busi- 
ness will result disastrously, not only 
to the stockholders of the company 
but to the people of Haverhill, Ames- 
bury, Merrimac, Groveland, and Sal- 
isbury. 

[4] Under existent conditions it is 
difficult to conceive of the raising of 
capital by stock subscriptions for the 
purpose of establishing a new gas util- 
ity. We have before us several recent 
instances in which gas companies 
have been forced by unprofitable oper- 
ations to go out of business. It is 
highly important, therefore, that an 
existing company, serving a large com- 
munity, be not so handicapped in the 
matter of the amount of return per- 
mitted upon its investment that it is 
able to borrow money necessary for 
plant extensions and replacements only 
with great difficulty and at excessive 
interest rates. It is not an easy matter 
to say in such distressing times as the 
present what constitutes a fair return 
to a gas company. There is danger 
also that if rates are increased in or- 
der to permit such a company to earn 
a more equitable return upon the 
amount of its stock or upon plant in- 
vestment, the competitive level fixed 
by the price of fuel oil, or in the case 
of customers with larger incomes, the 
convenience of electric cooking, may 
cause large further losses in the num- 
ber of its customers and more adverse- 
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ly affect the fortunes of the company 
than before such an increase took 
place. 

We think that where the number of 
customers of a company appears to be 
diminishing or to have become static 
there are only two ways in which it 
may be assisted in rehabilitating its 
revenues by the prescription of rates. 
The first is to prescribe a rate which 
will make it worth while for the in- 
dividual customer to use more gas at 
lower average prices and the second is 
to eliminate, as far as possible, the ne- 
cessity for sending out thousands of 
monthly bills for trivial amounts which 
are insufficient to pay the out-of- 
pocket cost of maintaining meters and 
supplementary services upon the cus- 
tomers’ premises. 

[5] In reaching the conclusion that 
the Haverhill Gas Light Company is 
entitled under present circumstances 
to earn a larger return upon its invest- 
ment, we do not concur in the com- 
pany’s opinion that the schedules of 
tariffs filed with the Department are 
calculated best to achieve the desired 
result. Accordingly we have prepared 
schedules of rates and prices which 
substantially will augment the gross 
revenues of the company and at the 
same time avoid sudden and drastic 
changes in the form and structure of 
rates. 

We have in mind that, even if the 
increase of $29,683 estimated to re- 
sult if the respondent’s schedules 
should be approved as filed, the net 
additional income available for dis- 
tribution to the stockholders in divi- 
dends would be inconsiderable due to 
various necessary deductions arising 
from increased charges for labor, 
fuel, and taxes. The company intends 
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to apply $5,000 of the increase in reve- 
nue to a continuation of its wage ad- 
justment policy, the purpose of which 
is to improve the level of compensa- 
tion received by its employees. The 
respondent estimates that rising fuel 
costs will amount to $9,933, due large- 
ly to sharp recent increases in the price 
of oil. It further anticipates that the 
proposed increase in rates will result 
in the loss of some of its customers, 
estimating the number at approximate- 
ly 800 and the revenue loss therefrom 
at $4,800, based upon an average an- 
nual bill per customer of $6. These 
three items, which total $19,733, and 
an increase in the amount of the com- 
pany’s Federal income tax amounting 
to $1,960, when subtracted from the 
anticipated increase in gross revenues 
of $29,683, would leave only $7,990 
as the actual amount to be applied 
beneficially to the interests of the stock- 
holders. 


Ordinarily when there is a general 
increase in fuel costs a gas company 
which, in whole or in part, manufac- 
tures gas directly from coal is able to 
offset a rise in coal prices by a co-ex- 
tensive price increase in the retail coke 
market that enables it to dispose of this 
by-product upon more favorable terms. 
No such accruing credit is available to 
the Haverhill Gas Light Company, 
however, as it manufactures all of its 
product by the so-called “water-gas”’ 
method of generation. In addition, 
recent improvements in the art of ex- 
tracting synthetic gas products from 
petroleum, such as propane sold by 
weight in containers, have raised a 
new and serious competitior for the 
business of the commercial gas user 
which, being unrestricted as to prices 
by public authority, makes it increas- 
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ingly difficult for a utility to sell gas 
at rates that are compensatory. 

The cost to the company of fuel oil 
has increased largely during the past 
year, while its prices for coal and coke 
have shown little material change. In 
1935, for example, the average cost 
per ton of coal for boiler fuel to this 
company was $5.90. During the 
twelve months ending November 30, 
1939, it averaged $5.82 and the cur- 
rent price, quoted by the respondent at 
the public hearing in January, 1940, 
was $6.10. In 1935 the average cost 
per ton of coke for generator fuel was 
$7.87 ; the average for 1939 was $8.05 
and the quoted current price as of 
January, 1940, was $8.40. On the 
other hand the average cost per barrel 
of fuel oil in 1935 was: for gas oil, 
$2.06; for residuum oil, $1.61. Dur- 
ing 1939 the average cost per barrel 
of gas oil had dropped to $1.97. For 
residuum oil it was $1.62 and for 
“Bunker C” oil, which was not used 
in gas manufacture by the Haverhill 
Company in 1935 but latterly has been 
adopted as a substitute for gas oil, the 
price was $1.39. Current prices for 
these three grades were quoted by the 
respondent at the hearing as $2.42 for 
gas oil, $2.04 for residuum oil and 
$1.41 for “Bunker C.” Moreover, 
under the company’s oil contract, the 
price of “Bunker C” oil was to be ad- 
vanced to $1.51 per barrel, effective 
February 1, 1940, and to $1.61 as of 
June 1, 1940. 


In view of the foregoing and the 
uncertainty involved in predicting com- 
modity futures we are of opinion that 
the amount of the proposed increase 
in the price of gas is not unreason- 
able. The only question relates to the 
method of its allocation, which, in the 


33 PUR(NS) 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


schedules to be promulgated by the 
Department, provides, in our opinion, 
a more equitable distribution of the 
costs of service than in the tariffs pro- 
posed by the company. 

[6] The rates of which the com- 
pany herein seeks approval embody a 
charge of $1 for the first 200 cubic 
feet of gas per month delivered and 
sold in Haverhill. Compared with the 
present monthly bill of 25 cents for 
the same quantity, assessed at the flat 
rate of $1.25 per thousand cubic feet, 
this constitutes so sharp an upward 
revision that inevitably it would fos- 
ter an unfriendly attitude toward the 
company upon the part of a large 
number of customers and conceivably 
might result in the loss of a number 
of present gas users even larger than 
the 800 which the company antici- 
pates. It appears to us that a charge 
of 75 cents for the first block of 200 
feet of monthly use would be more 
reasonable, necessitating increases in 
the subsequent blocks above the rates 
sought by the respondent in order to 
produce approximately the amount of 
revenue desired. In adopting this 
view of the situation we are moved 
to look upon the substituted rate 
schedules not entirely as an increase 
in prices but more in the light of a 
fairer distribution of charges allocable 
to the expense of servicing the aver- 
age customer. 

As hereinbefore set forth the com- 
pany’s retail service area is divided 
into four districts, namely: Haverhill, 
Merrimac-Groveland, Amesbury, and 
Salisbury. With the exception of 
Groveland, each of the four dis- 
tricts is served from a high-pressure 
pipe line extending from Haverhill 
through each of the other communi- 
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ties in the order named. Groveland, 
being contiguous to Haverhill, is 
served from the Haverhill low-pres. 
sure system and from a distribution 
standpoint is comparable to Merri- 
mac. For these reasons it is grouped 
with Merrimac in zoning the neces- 
sary differential applicable to rates 
charged in the communities beyond 
the Haverhill area. 

No changes are contemplated in the 
Salisbury district in the rates present- 
ly in effect. Salisbury already has 
four rates which are of a promotional 
character and there is a situation in 
that district which does not obtain in 
the others, namely ; the seasonal varia- 
tion in the number of customers and 
the nature of the demand caused by 
the influx and departure of a large 
number of summer residents. 

In modifying the plan represented 
by tariffs M. D. P. U. Nos. 16, 17, and 
18, filed by the company, we have ex- 
ercised our judgment in a manner de- 
signed to place the effect of the in- 
crease more upon the customers who 
use gas in moderate quantities, rather 
than to place it mainly in the charge 
for the first block of monthly use, and 
also to provide the differentials re- 
quired to produce revenue increments 
which will more equitably compensate 
the company for serving the more dis- 
tant areas. These changes will, we 
think, accomplish this purpose, will 
secure to the respondent an increase in 
revenue of approximately $27,000 per 
year and will supply the promotional 
type of rate so strongly urged by the 
company. 


Cot- 


Concurring Commissioners: 
ton, Chairman, Curley, McKeown, 
and Whouley. 
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Accordingly, after notice, a public 
hearing, and consideration, it is 

Ordered, that the tariffs filed by the 
Haverhill Gas Light Company on De- 
cember 15, 1939, to become effective 
on January 1, 1940, known as M.D. 
P.U. Nos. 16, 17, and 18, the op- 
eration of which schedules was sus- 
pended by the Department until June 
1, 1940, be and hereby are disapproved 
and disallowed, and it is 

Further ordered, that Space Heat- 
ing Rate for Haverhill, M.D. P.U. 
No. 12 and the rates for general serv- 
ice contained in schedule filed August 
12, 1922, containing rates available to 
customers in Haverhill, be and hereby 
are canceled and that a new tariff be 
filed in place thereof to become effec- 
tive June 1, 1940, said tariff to contain 
the following rates applicable for gen- 
eral purposes to customers in the city 
of Haverhill : 


First 200 cu. ft. or less per month $ .75. 


Next 800 cu. ft. per mo. *: - per 100 cu. ft. 
Next 4,000 “ chek 
Next 495, 000 “ “ “ “ “ “ “ “ 
Over 500,000 set ie Ml 065 any 
Minimum bill $7 per annum provided cus- 
tomers’ bills during any consecutive 12-months’ 
period total less than that amount; and it is 


“oc «6 


Further ordered, that Space Heat- 
ing Rate for Merrimac and Groveland, 
M.D. P.U. No. 15 and the rates for 
General Service, filed with the Depart- 
ment August 12, 1922, containing rates 
available to customers in Merrimac 
and Groveland be and hereby are can- 
celed and that a new tariff be filed in 
place thereof to become effective June 
1, 1940; said tariff to contain the fol- 


lowing rates applicable for general 
purposes to customers in Merrimac and 
Groveland : 


First 


Next 
Next 


200 cu. ft. or less per month $ .90. 
800 cu. ft. per mo. $ .14 per 100 cu. 
11 “ 


4,000 “ 
Next 495,000 “ 6 6 “ 075 “ “ 6 


Over 500,000 o «© @° # «* « @ 


Minimum bill $7 per annum dani cus- 
tomers’ bills during any consecutive 12-months’ 
period total less than that amount; and it is 


Further ordered, that Space Heat- 
ing rate for Amesbury, M.D. P.U. 
No. 13, General Service Rate M.D. 
P.U. No. 51 and Optional Rate 
for Amesbury, M. D. P. U. No. 60 be 
and hereby are canceled and that a 
new tariff be filed in place thereof to 
become effective June 1, 1940; said 
tariff to contain the following rates 
for general purposes applicable to cus- 


tomers in the town of Amesbury: 
First 200 cu. ft. or less per month $1.00. 
Next 800 cu. ft. per mo. $ 7 per 100 cu. ft. 
Next 41) Bi 


Next 495, OS gl I cele 05 a oe 
Over 500,000 it “ “ “ .07 “ “ 
Minimum bill $7 per annum provided cus- 
tomers’ bills during any consecutive 12- months’ 
period total less than that amount; and it is 


“ “ 


“ 


Further ordered, that the above tar- 
iffs, as herein ordered to be filed, may 
contain a fuel adjustment clause to be 
applied to gas used in excess of 5,000 
cubic feet per month for space heat- 
ing, commercial, and industrial use, 
which clause may provide for an in- 
crease or decrease of 2 cents per thou- 
sand cubic feet for each one-half cent 
increase or decrease in the price of 
32-36 gravity fuel oil above or below 
11.5 cents per gallon in Haverhill. 
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Kilpatrick’s San Francisco Bakery 


Pacific Gas & Electric Company 


[Decision No. 32920, Case No. 4475.] 


Discrimination, § 109 — Rates — Surplus gas. 
Differences in surplus gas rates assessed are not necessarily unreasonable 
although the classification of consumers in the company’s schedule may 
result in a preference to those listed, and discrimination against those not 


included. 


[March 19, 1940.] 


Weenie alleging unreasonable discrimination resulting 
from application of surplus gas schedule; dismissed. 


APPEARANCES: T. A. Hunter, for 
the complainant; R. W. DuVal, for 
defendant Pacific Gas and Electric 
Company. 


WAKEFIELD, Commissioner : In this 
proceeding, Kilpatrick’s San Francisco 
Bakery, complainant, claims unreason- 
able discrimination results from the 
application of surplus gas Schedule 
GS-1 by defendant, Pacific Gas and 
Electric Company, and requests that 
defendant be ordered to apply surplus? 
gas rates under its filed tariff GS-1 
to all of complainant’s gas uses after 
March 1, 1940. The defendant denies 
the applicability of Schedule GS-1 to 
some of complainant’s gas uses, and 
claims that such denial does not con- 
stitute unreasonable discrimination. 


A public hearing was held at San 
Francisco on Thursday, February 15, 
1940, at which time evidence was tak- 
en and the matter submitted for deci- 
sion. 

It is of record that complainant 
operates a wholesale baking company, 
located in San Francisco, and uses 
natural gas in its business principally 
for boiler fuel and directly under bake 
ovens, which gas is purchased from 
defendant. The gas used for boiler 
fuel is purchased under defendant’s 
surplus Schedule GS-1 and that for 
the bake ovens under the firm gas rate 
G-—40. The record further shows a 
fairly uniform monthly gas consump- 
tion with billings for firm uses in the 
neighborhood of 600,000 cubic feet 
per month, and for surplus of approxi- 





1Surplus gas is subject to shut off at any 
time when the requirements of the firm gas 
users make it necessary. The extent of the 
investment in transmission and general distri- 
bution facilities is determined entirely by the 
firm gas requirements and not surplus. Sur- 
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plus gas rates provide for the increment cost 
of rendering the service plus whatever addi- 
tional revenue competitive fuels permit. Sur- 
plus gas service thus is supplemental to firm 
and the net earnings realized are applied to 
and contribute to lower firm rates. 
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mately 700,000 cubic feet. The aver- 
age rate paid for the surplus gas dur- 
ing the past year was 20.28 cents per 
thousand cubic feet, while the corre- 
sponding figure was 32.3 cents for firm 


gas. 

The complainant presented testi- 
mony showing that it is at present en- 
gaged in building a new and enlarged 
plant which will have installed, among 
other units of equipment, a bake oven 
described as “a steam tube traveling 
plate oven.” * It was brought out that 
this new oven differs from the old 
type in so far as heat application is in- 
volved in that the temperature in the 
baking chamber is raised by heat radi- 
ation from steam coils rather than di- 
rectly from fuel burned. It was also 
shown that the combustion chamber, 
in which the steam coils are heated, is 
an integral part of the oven. 

It was complainant’s contention that 
the utilization of gas in the new ovens 
would justify the application of a sur- 
plus gas rate under Schedule GS-1, 
and it pointed particularly to Condi- 


BAKERY v. PACIFIC G. & E. CO. 


tion 1 of the availability clause of that 
schedule wherein provision is made to 
supply gas for “boiler fuel for boilers 
producing steam primarily for other 
than building heating.” ® 


Complainant likewise called atten- 
tion to the thirteen other uses or class- 
es of service that now qualify under 
the surplus rate and contended that its 
new bake-oven usage is not different 
from many of these and should be 
included; otherwise discrimination 
against the baking industry would re- 
sult. 


Answering these contentions, the 
defendant utility contended first that 
the complainant had failed to show 
that that part of the new bake oven in 
which gas is burned is in fact a “‘boil- 
er” within the meaning of Condition 
(1) of the availability clause of Sched- 
ule GS-1. It is defendant’s further 
position that the availability provision 
should not be extended to include oth- 
er classes of customer usage, such as 
bake ovens, now regularly served on 
firm gas rates when competitive forces 





2W. I. McDonald, a witness for the com- 
plainant, described the new ovens by saying: 
“The oven is made up of a series of steam 
tubes and they are partially filled with a 
liquid; they are so arranged in the fire box 
and in the baking chamber in an inclined posi- 
tion keeping this liquid at the tip of the tube 
that is exposed to the fire box and the heat 
impinging on the end of that tube creates a 
superheated steam that travels the length of 
the tube and thereby radiates heat to the 
baking chamber.” 

8 The availability clause is as follows: 
Available, upon application, to customers lo- 
cated along existing mains having a delivery 
capacity in excess of the then existing require- 
ments of other customers, for surplus natural 
gas of a heating value of 1,100 to 1,200 B.t.u. 
per cubic foot, used for the following purposes 
where operation can be readily continued on 
other fuels in case of shutoff of gas supply: 
1. Boiler fuel for boilers producing steam 
primarily for other than building heating. 
. Building heating with a minimum pay- 

ment guaranty of $4,200 per year. 

. Heating of greenhouses. 
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4. Glass melting tanks, including glass 
works feeder furnaces if in combination 
with gas for melting tanks. 

. Steel and iron melting furnaces, and fur- 
naces for heating or heat-treating steel 
and iron products. 

. Vitreous enameling furnaces. 

. Core ovens and mould drying ovens in 
foundries. 

. Dehydrators and evaporators for fruit, 
nuts, vegetables, hay, and milk. 

. Driers for sand, gravel, salt, barrels, 
soap, magnesia, rugs, molasses, malt, and 
metal parts after cleaning or chemical 
treatment. 

. Kilns and driers for brick, tile, pottery, 
porcelain, lime, cement, bone char, black 
ash, and ore. 

. Heating of swimming tanks. 

. Incinerators for garbage and refuse de- 
struction. 

. Asphalt melting tanks used in paving 
work, roofing, and pipe manufacturing 
plants. 

. Sulphur stills. 
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and economics of utilization make pos- 
sible the use of such firm gas. 

The issue raised is whether gas de- 
livered to complainant for use in its 
new bake oven is entitled to a surplus 
rate. If defendant’s Schedule GS-1, 
as it now stands, cannot fairly be con- 
strued to apply to the particular gas 
uses of complainant, the remaining 
question for consideration is whether 
the scope of the tariff should reason- 
ably be extended to include service of 
this character. 


It is my opinion that the record does 
not justify the conclusion that the 
burning of gas in the contemplated 
special type bake ovens comes within 
the meaning of any provision of Sched- 
ule GS-1. This conclusion necessa- 
rily follows from the record, as the 
complainant did not establish nor final- 
ly contend that the steam tube oven 


was a boiler, though it was argued 
that the steam tubes in the oven oper- 


ated on a boiler principle. Viewing 
this problem of surplus usage from its 
broader aspects, I seriously question 
whether defendant utility should nec- 
essarily further extend surplus gas 
service to the baking industry, even 
though the baking function might be 
accomplished through the operation of 
a boiler. In this same respect the evi- 
dence shows that any transfer of ex- 
isting firm use customers to a lower 
surplus schedule would operate con- 
trary to the purpose and justification 
of surplus service, namely, to augment 
and to supplement firm gas sales, in 
order to help contribute something to 
the firm gas support, although not re- 
turning full cost of service. 

It was likewise developed from the 
evidence that no longer does there ex- 
ist surplus system capacity as in the de- 
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velopment period when defendant’s 
GS-1 surplus schedule was inaugurat- 
ed. As a consequence, new classes of 
consumer groups should not now be 
accorded surplus rates unless particu- 
lar justification be shown. It may be 
conceded that any such classification 
of consumers as now specified in de- 
fendant’s Schedule GS-1 might result 
in a preference to those thus listed and 
a discrimination toward those not so 
included, even though they may be 
willing to accept the “shut-off” provi- 
sion. Such differences in rates, how- 
ever, are not necessarily unreasonable 
differences. I see no way of avoiding 
a rather arbitrary classification of 
those gas consumers who are to be 
accorded the lower surplus rates. The 
classes or groups listed in defendant’s 
schedule may not be deemed a closed 
category. Likewise, it may develop 
that some gas users now included in 
the schedule may not properly be en- 
titled to such rates. But, upon this rec- 
ord, I do not believe that an order 
could be justified directing the de- 
fendant to open its surplus schedule to 
just one complainant within a given 
industry when the results might be 
real discrimination against other busi- 
ness firms of the same type. Like- 
wise, in so far as equity is involved, 
it appears that the use of gas in the 
bake ovens at the firm rates offers a 
very desirable class of service that has 
been able, in the past, to compete suc- 
cessfully with other fuels and the con- 
clusion seems to be clear that com- 
plainant should be willing to pay the 
reasonable cost of such service as pro- 
vided in the firm rates, in order that 
it may contribute its fair share of the 
total costs in rendering gas service 
along with all other firm gas users. 
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NORTH DAKOTA BOARD OF RAILROAD COMMISSIONERS 


Re Otter Tail Power Company 


[Case No. 3684.] 


Rates, § 198 — Unit for rate making — Interstate utility. 
1. The entire property of an interstate utility was considered as one unit 
for rate-making purposes because of the integrated manner of operation 
of the utility and the difficulty of an allocation of the property by geographic 
divisions upon a functional basis, where an allocation would not ma- 
terially change the result shown for the company as a whole, p. 304. 


Valuation, § 238 — Unowned property — Wells. 
2. The value of wells not owned by a water utility should not be included 
in the rate base when no payment was made by the company for the wells 
and no payment is made for the water taken from the wells, p. 305. 


Valuation, § 94 — Accrued depreciation — Deduction of real estate. 
3. Real estate values must be deducted from utility property as a whole in 
ng to establish the per cent condition of the depreciable property, p. 
Depreciation, § 51 — Electric department. 
4. An annual depreciation expense allowance of 4 per cent for the electric 
department of a public utility was approved, p. 306. 


Depreciation, § 60 — Steam heat department. 
5. An annual depreciation expense allowance of 3 per cent for the steam 
heat department of a public utility was approved, p. 306. . 


Depreciation, § 82 — Waterworks department. 
6. An annual depreciation expense allowance of 2 per cent for the water- 
works department of a public utility was approved, p. 306. 


Depreciation, § 23 — Annual allowance — Composite figures. 
7. Percentage allowances for annual depreciation expense were arrived 
at by computing composite figures for all plant accounts, depreciable prop- 
erty being tabulated by individual accounts and average life figures set up 
for each class, and the annual rate then being applied to each account so 
as to obtain a resulting annual accrual, p. 306. 


Depreciation, § 32 — Annual allowance — Straight-line basis. 
8. Annual depreciation expense allowance was computed on a straight-line 
basis, p. 306. 


Depreciation, § 14 — Basis — Historical cost. 
9. Annual depreciation expense should be computed on the historical cost 
basis of the depreciable property, p. 306. 


Valuation, § 86 — Accrued depreciation — Necessity of deduction. 
10. The rate base should be a depreciated figure when allowance is made for 
annual depreciation in operating expenses, p. 306. 
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Valuation, § 82 — Accrued depreciation — Definitions, 


11. Depreciation as applied to a depreciable utility plant is the loss in 
service value not restored by current maintenance incurred in connection 
with the consumption or prospective retirement of the utility plant in the 
course of service from causes which are known to be in current operation 
and against which the utility is not protected by insurance, p. 306. 


Valuation, § 331 — Going concern value — Separate allowance — Proof. 


12. No separate allowance should be made for going concern value when 
a company does not offer or suggest proof of any amount claimed for such 
an element of value, p. 307. 


Valuation, § 300 — Materials and supplies. 


13. A public utility is properly allowed to earn a return on the investment 
it has made in materials and supplies necessary for the ordinary conduct of 
its operations, p. 307. 


Valuation, § 289 — Cash working capital. 


14. Cash working capital is that amount of money necessary to finance the 
ordinary operations of a public utility during the rendering of service and 
before payment for such service is made, p. 308. 


Valuation, § 299.1 — Cash working capital — Adjustment for taxes. 


15. Operating expenses used as a basis for cash working capital allowance 
must first be adjusted to exclude certain items such as taxes which need 
not be paid till the year following their accrual, p. 308. 


Valuation, § 251 — Contributions in aid of construction. 
16. Contributions in aid of construction, representing funds collected from 
the public so that the stockholders of the company do not themselves ad- 
vance funds for construction purposes, should be deducted from the value 
of the property in determining the rate base, p. 308. 


Expenses, § 70 — Maintenance — Contributed property. 
17. Expense of maintenance of property built by contributions in aid 
of construction should be allowed as an item of operating expense, p. 


308. 


Depreciation, § 13 — Basis — Contributions in aid of construction. 
18. Expense of depreciation of property built by contributions in aid 


of construction should be allowed as an item of operating expense, p. 
308. 


Valuation, § 32 — Rate base — Historical cost as measure. 
19. Greater weight should be given to historical cost in determining the fair 
value of a public utility for rate making under a statute providing in part 
that the value of the property shall be such sum as represents, as nearly as 
can be ascertained, the money honestly and prudently invested in the prop- 
erty, p. 310. 


Valuation, § 30 — Rate base — Measures of value — Historical and reproduc- 
tion cost. 
20. Historical cost and cost of reproduction undepreciated should be 
weighed in determining fair value for rate making, giving due consideration 
to the company as a going and operating utility, p. 310. 
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Rates, § 603 — Water — Minimum bill. 


21. A net minimum water bill of $1.67 was held to be too high and was 


reduced to $1, p. 311. 
Return, § 83 — Combined utility. 


22. A 6 per cent return was held to be adequate for a combined electric, 
water, and steam heat utility, p. 311. 


[April 22, 


1940.] 


ee on motion of Commission to ascertain reason- 


ableness of rates for electric 


ices; reduction in minimum bill 


, steam heat, and water serv- 


for water service ordered and 


company permitted to file adjusted rates for electric and steam 
p: heat service. 


¥ 


By the Commission: ‘The above- 
entitled matter came on for hearing 
before the Board of Railroad Commis- 
sioners, pursuant to notice mailed all 
interested parties, at 10 o’clock A. M., 
on December 12, 1939, at the Me- 
morial building in the city of Devils 
Lake, North Dakota, at which time 
and place the following appearances 
were entered : 

James M. Hanley, Commerce Coun- 
sel, North Dakota Board of Railroad 
Commissioners; Cyrus A. Field, At- 
torney, Fergus Falls, Minnesota, ap- 
pearing for the Otter Tail Power 
Company; F. T. Cuthbert, Attorney, 
Devils Lake, appearing for the city 
of Devils Lake as its City Attorney; 
Mrs. Anna Redmond, Devils Lake, ap- 
pearing for the City Commission of 
Devils Lake, as its Finance Commis- 
sioner; Albert V. Hartl, Bismarck, 
Chief Accountant, North Dakota 
Board of Railroad Commissioners; 
Robert W. Carlson, Bismarck, Chief 
Engineer, North Dakota Board of 
Railroad Commissioners. 

These proceedings were instituted 
by the Commission on its own motion 
under provisions of Chap. 253, Ses- 
sion Laws of 1935, by a resolution of 
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the Board passed on the 21st day of 
January, 1938. The resolution pro- 
vided for the valuation of all proper- 
ties used by the Otter Tail Power 
Company of Fergus Falls, Minnesota, 
in its operations as a public utility 
within the state for the purpose of 
ascertaining the reasonableness and 
justice of the rates and charges of 
said public utility and for any other 
purpose necessary for the proper su- 
pervision and control of said utility by 
this Board. The inventory, appraisal}, 
and audit of the company was started 
about April 1, 1938, by the staff of 
the Commission under the direction of 
this Board. The investigation by the 
Commission’s experts was completed 
in October, 1939, and the appraisal 
served upon the company. 

The Otter Tail Power Company, a 
Minnesota corporation, is an operating 
electric, steam heat, and water utility 
with its main office at Fergus Falls, 
Minnesota, serving at retail a total of 
306 communities in eastern North Da- 
kota, middlewestern Minnesota, and 
northeastern South Dakota. In addi- 
tion it wholesales within the same ter- 
ritory to other municipalities and elec- 
tric utilities. Steam heat service is 
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provided at Jamestown and Devils 
Lake, North Dakota, and water serv- 
ice at Devils Lake, North Dakota. 

The testimony introduced into the 
record as to the inventory, appraisal, 
and audit of the utility was entirely 
from the staff of the Commission and 
consisted of the results of an inventory 
and appraisal made by such staff. The 
company did not introduce any evi- 
dence of that nature. The city of 
Devils Lake introduced its testimony 
with three witnesses as to the water 
supply and industrial electric rates in 
the city of Devils Lake. 

The appraisal of the Otter Tail 
Power Company was arrived at after 
an actual field inventory of all proper- 
ties used and useful in the rendering 
of utility service. The audit was made 
by an inspection of the records at the 
general office of the Otter Tail Power 
Company together with consultations 
with company officials and verification 
by district managers. 

It was stipulated by and between 
the counsel for the Commission and 
for the utility that the company reports 
on file with the Commission should be 
included in this record without being 
marked or introduced as_ exhibits, 
which stipulation included the present 
rate schedules now on file. 

It was further stipulated at the close 
of the case that the utility had twenty 
days in which to file a written brief 
which brief, however, was not filed. 

[1] As indicated, the company has 
a water department, a steam heat de- 
partment, and an electric department. 
In this order the valuation of all of 
the properties of the Otter Tail Power 
Company will first be shown and then 
a division and allocation made to the 
various utility departments. Al- 
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though this Commission recognizes 
that its jurisdiction extends only to 
the rates charged and over the prop- 
erties located within the state of North 
Dakota; nevertheless, because of the 
integrated manner of operation of this 
utility, it is necessary to consider the 
entire property as one unit and it shall 
so be considered in the writing of this 
order. An allocation of the property 
by geographic divisions upon a func- 
tional basis would be difficult. Hovw- 
ever, as shown on page 4 of Commis- 
sion’s Exhibit No. 10, if an allocation 
were made on any one or any combina- 
tion of the ordinary measures used for 
such allocation, such as gross revenues, 
kilowatt-hour sales, customers, or 
property, the result for North Dakota 
only would not be materially changed 
from the result shown for the com- 
pany as a whole. The retail rates of 
this company tend to be uniform 
throughout its system; consequently, 
a true comparison of operating results 
can be made between the states which 
this utility serves. 


Valuation 


The chief engineer for the Com- 
mission introduced in evidence an his- 
torical cost appraisal and a cost of 
reproduction appraisal of the physical 
property of the company devoted to 
the public use as of December 31, 
1938. Exhibit No. 7, introduced by 
the same witness, taken from the com- 
pany’s records, sets out additions aft- 
er December 31, 1938, bringing the 
appraisal down to date of December 1, 
1939. No appraisal was offered in 
evidence by the utility. 

For the sake of convenience, the 
summaries of Exhibits Nos. 1, 3, and 
6, taking into consideration the al- 
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locations of boiler plant equipment 
to the steam heat department, as shown 
in Exhibit No. 6 and summarized in 


Historical Cost as of December 31, 1938 
Net Additions to December 1, 1939 


Total’ Historical: Cost <ccccescss 


Reproduction Cost as of December 31, 1938 ... aa ry $293,835 


Net Additions to December 1, 1939 


Total Reproduction Cost ....... Wevecuees $18,890,952 


[2] It is shown by the evidence and 
the reports of the company that the 
water department at Devils Lake de- 
rives its water from two wells orig- 
inally constructed and now owned by 
the city of Devils Lake. No payment 
was made by the company for the wells 
and no payment is now made or has 
been made for the water taken from 
the wells. It is to be noted that the 
value of the wells has not been included 


Cost of Reproduction 
Depreciated Value 
Net Additions to December 1, 1939 


Net Depreciated Value 


[3] The present condition of the 
property as a whole is derived from 
the above-tabular statement, but in or- 
der to establish the per cent condition 
of the depreciable property, it is neces- 
sary to deduct real estate values. 


Historical Cost 
Depreciated Value 
Net Additions to December 1, 1939 


Net Depreciated Value 


$16,364,087 
714 


Exhibit No. 8, are shown in tabular 
form for both historical cost and cost 
of reproduction: 


Steam Heat Water 
Dept. Dept. Totals 
$255,929 $168,011 $16,788,027 
644 349 5,760 720,753 


Electric 
Dept. 





$17,078,731 


$256,278 $173,771 $17,508,780 
Steam Heat Water 
Dept. Dept. 

$194,193 


Electric 
Dept. Totals 
$18,664,336 
14,644 349 5,760 720,753 





$18,176,308 


$294,184 $199,953 $19,385,089 


in the valuation of the water depart- 
ment of the company, and in deter- 
mining the rate base the company is 
not given a return upon the value of 
such wells. 

Commission’s Exhibit No. 3 shows 
cost of reproduction less depreciation 
as of December 31, 1938. Below is 
a tabulation showing the summary by 
departments together with net addi- 
tions to December 1, 1939: 


Steam Heat Water 
Dept. 


Electric 
Dept. Dept. 
$293,835 $194,193 
15,269,116 211,077 145,645 
714,644 349 5,760 720,753 


Totals 
$18,664,336 
15,625,838 





$15,983,760 


$16,364,087 


$211,426 $151,405 $16,346,591 


Per Cent Condition of Total Property 
Electric Department 8 
Steam Heat Department 
Waterworks Department 


Commission’s Exhibit No. 4 shows 
accrued depreciation based on histor- 
ical cost, as of December 31, 1938. 
The tabulation below shows the sum- 
mary together with net additions to 
December 1, 1939: 


Steam Heat Water 
Dept. 


Electric 
Dept. Dept. 
$255,929 $168,011 
184,135 126,008 
714,644 349 5,760 


Totals 
$16,788,027 
14,071,009 
720,753 





$14,475,510 


$184,484 $131,768 $14,791,762 


_ Note: Depreciation has not been determined upon the net additions. Due to their recent 
installation, they are considered in 100 per cent condition. 


[20] 305 
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Section 4609c37 of the Compiled 
Laws of the state of North Dakota 
specifies certain items that must be 
found by the Commission in deter- 
mining the fair value of the property 
under consideration. They are as fol- 
lows: 


Subsection (a) Land 


RAILROAD COMMISSIONERS 


From a study of this exhibit and other 
pertinent material contained in the tes- 
timony and exhibits offered in this 
case, the Board finds that an annual 
depreciation expense allowance of 4 
per cent for the electric department, 3 
per cent for the steam heat depart- 


$287,959 


Subsections (b) and (c) 
Subsection (d) 


Steam Heat Water 
Dept. Dept. 


$293,835 $194,193 
396 0 


Electric 
Dept. 
$18,176,308 

287,563 


$17,888,745 


Totals 


$18,664,336 
287,959 


$18,376,377 





$293,439 $194,193 


Subsections (e) and (f) 


Reproduction Cost Less Land 
Depreciation 


Depreciated Cost of Reproduction Less Land 


Section 4609c38 provides for net 
additions after date of appraisal. 
These values, as shown in Exhibit No. 
7, were ascertained from the records 
of the company and by verification in 
the field, and are as follows: 


Net Additions Jan. 1, 1939 to Dec. 1, 1939 


Electric Department $714,644 
Steam Heat Department 349 
Waterworks Department 


We point out the foregoing findings 
to show compliance with our statute 
on valuation. Subsection (g) will be 
dealt with under the title, “Fair Val- 


” 


ue. 


Depreciation 


[4—11] Commission’s Exhibit No. 
5 shows the annual accrual for de- 
preciation expense by departments. 
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Steam Heat Water 

Dept. Dept. 
$293,439 $194,193 
82,758 48,548 


$210,681 $145,645 


Electric 
Dept. 
$17,888,745 

2,907,192 


$14,981,553 


Totals 
$18,376,377 
3,038,498 


$15,337,879 





ment, and 2 per cent for the water- 
works department will compensate the 
utility for all factors of depreciation 
existing in its property. These per- 
centages are arrived at by computing 
composite figures for all plant ac- 
counts. The depreciable property is 
tabulated by individual accounts and 
average life figures set up for each 
class. The annual rate is then applied 
to each account and the result is the 
annual accrual. The total annual ac- 
crual for each department is then de- 
termined and this figure is divided by 
the depreciable property figure to ar- 
rive at an average annual rate. This 
depreciation is to be computed on a 
straight-line basis. The total annual 
depreciation expense allowance will be 
computed on the historical cost basis 
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of the depreciable property. The sum- 
mary is as follows: 


Historical Cost Less Land 
Net Additions to December 1, 1939 


Total Depreciable Property 
Annual Depreciation Expense 


*1% extra on allocated portion of electric property included. 


The same factors which cause an- 
nual depreciation also are responsible 
for the accrued depreciation or accrued 
loss in service value. Consequently, if 
it is necessary and proper to make al- 
lowance for annual depreciation in op- 
erating expenses, the same reasoning 
would indicate that the resultant rate 
base should be a depreciated figure. 

As applied to a depreciable utility 
plant, depreciation is the loss in service 
value not restored by current mainte- 
nance incurred in connection with the 
consumption or prospective retirement 
of the utility plant in the course of 
service from causes which are known 
to be in current operation and against 
which the utility is not protected by 
insurance. Sound, consistent account- 
ing would indicate that such deprecia- 
tion must be computed on the historical 
cost of the property. Any other base 
would be an illusionary, fluctuating 
standard. For these reasons, as in 
the past, this Commission in its com- 
putation of annual depreciation ex- 
penses and in its deduction of accrued 
depreciation will proceed from an his- 
torical cost base. 


Going Concern Value 


[12] There is no testimony in the 
record that can justify a separate al- 
lowance for going concern value in 
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sea rr 


determining the rate base for this com- 
pany. It is incumbent upon the com- 


Steam Heat Water 
Dept. Dept. Dept. 
$255,533 $168,011 
14,644 349 5,760 720,753 


Electric 
Totals 


$16,500,068 





$16,791,168 


$255,882 $173,771 $17,220,821 
671,647 8,432* 3,475 683,554 
(4%) (3%) (2%) 


($75,525) 


pany to prove any amount claimed as 
a separate allowance for going con- 
cern value. No such proof was of- 
fered or suggested. Therefore, no 
separate allowance for going concern 
value will be made. 


Materials and Supplies 


[13] It is proper that the utility 
be allowed to earn a return on the in- 
vestment it has made in materials and 
supplies necessary for the ordinary 
conduct of its operations. Commis- 
sion Accountant Hartl introduced as 
part of Exhibit No. 10 statements 
showing the materials and supplies car- 
ried in stores at the end of each month 
for the fiscal year ending July 1, 
1939. These figures were supplement- 
ed by Utility Witness Hatch through 
Exhibit No. 18, which shows the in- 
vestment in materials and supplies in 
the hands of the operating forces 
throughout the system of the utility. 
An average of the various amounts 
would indicate that the proper allow- 
ance for materials and supplies for the 
electric department would be $160,- 
040; the steam heat department $1,- 
100; and the waterworks department 
$1,500. These figures based upon past 
experience are, in the opinion of the 
Commission, proper allowances for fu- 
ture operations. 
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Cash Working Capital 


[14, 15] Cash working capital is 
that amount of money necessary to 
finance the ordinary operations of the 
utility during the rendering of service 
and before payment for such service 
is made. The testimony offered in 
this case would indicate that a lag of 
about six weeks between expenditures 
and reimbursements exists in the case 
of the Otter Tail Power Company. 
The necessary cash working capital 
is now ascertained by taking six weeks 
of average operating expenses or 6/52 
of the total operating expenses shown 
on Page 1 of Exhibit No. 10. How- 
ever, such expenses must first be ad- 
justed to exclude certain items such as 
taxes which need not be paid till the 
year following their accrual. Such 
computation results in a cash working 
capital allowance for the company of 
$200,000. This amount allocated on 
a revenue basis between departments 
results in a cash working capital for 
the electric department of $190,000; 
steam heat department $8,000, and 
water department $2,000. In the 
opinion of the Commission, based up- 
on the testimony in this case, such al- 
lowance will provide sufficient cash 
working capital for future operations. 


Contributions in Aid of Construction 


[16-18] The record shows an item 
of $361,660 carried on the books of 
the company as “Contributions in Aid 


of Construction.” Mr. Hartl, chief 
accountant of the Commission, tes- 
tified that this item should be deducted 
from the fair value of the property 
in determining the rate base and that 
this sum represented moneys advanced 
by others than the utility. 
33 PUR(NS) 


The Uniform System of Accounts 
for Electric Utilities promulgated by 
the National Association of Railroad 
and Utilities Commissioners, and 
adopted by the North Dakeia Board of 
Railroad Commissioners, states, in 
Account 265, under Balance Sheet 
Accounts, that contributions in aid of 
construction “shall include donations 
or contributions in cash, services, or 
property from states, municipalities, 
or other governmental agencies, in- 
dividuals, and others for construction 
purposes.” 

Mr. Field, as counsel for the utility, 
filed a memorandum brief upon this 
point and suggested the rule that con- 
tributions in aid of construction should 
not be deducted from the value of the 
property and that the company should 
be permitted to earn a return upon 
these contributions. 


It is to be noted that these contribu- 
tions are moneys contributed to the 
company for the purpose of construc- 
tion. The stockholders of the com- 
pany have not in these instances ad- 
vanced their own funds for these pur- 
poses. 

In its brief the utility cites as a basic 
rule the case of Smyth v. Ames 
(1898) 169 US 466, 42 L ed 819, 
18 S Ct 418. The court laid down 
the general principle that the basis of 
all calculations as to reasonableness of 
rates must be the fair value of the 
property being used by the company 
for the convenience of the public. 

The company also cites the case of 
Public Utility Comrs. v. New York 
Teleph. Co. 271 US 23, 70 L ed 808, 
PUR1926C 740, 744, 46 S Ct 363, 
The Supreme Court stated: “Con- 
stitutional protection against confisca- 
tion does not depend on the source of 
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the money used to purchase the prop- 
erty. It is enough that it is used to 
render the service.” 

The company also cites two New 
York cases, which base their decisions 
upon the New York Telephone Case. 
These are New Rochelle Water Co. v. 
Maltbie (1936) 248 App Div 66, 15 
PUR(NS) 32, 289 NY Supp 388; 
and Long Island Lighting Co. v. Malt- 
bie (1937) 249 App Div 918, 18 PUR 
(NS) 225, 292 NY Supp 807. 

A reading of the New York Tele- 
phone Case, supra, PURI1926C at 
pp. 741, 745, discloses that the com- 
pany books showed a credit balance in 
the depreciation reserve account of al- 
most $17,000,000. This fund had 
been invested in the telephone com- 
pany’s plant. The New York Com- 
mission held that this credit balance 
was more than was required for the 
maintenance of the property and “di- 
rected that $4,750,000 of that amount 
be used by the company to make up 
deficits in any year when earnings are 
less than a reasonable return as found 
by the Board.” The New York Com- 
mission contended that the excess de- 
preciation reserve constituted excess 
earnings by the company and appar- 
ently took the view that such excess 
earnings, having been invested in the 
company plant, amounted to contribu- 
tions by the customers. The supreme 
court said in part: “. the law 
does not require the company to give 
up for the benefit of future subscribers 
any part of its accumulations from 
past operations. Profits of the past 
cannot be used to sustain confiscatory 
rates for the future.” 


In thus holding that the Commis- 
sion was in error, the supreme court 


laid down the general rule above quot- 
ed. 

It is the opinion of this Commission 
that the facts and circumstances of 
the New York Telephone Company 
Case, supra, are so foreign to the facts 
in the instant case that the rule there- 
in laid down cannot be taken as a 
criteria for the rule to be applied in 
this case. The general dicta in the 
New York Telephone Case is not con- 
trolling in this case. 

The New York decisions, above cit- 
ed, are based upon the New York Tele- 
phone Case. The facts in the former 


cases are more nearly on all fours with 
the instant case but this Commission 
does not feel that they are controlling 
in view of the doubtful authority of 
the New York Telephone Case upon 
such facts. 

The California supreme court in 


the case of Sutter Butte Canal Co. v. 
Railroad Commission (1927) 202 Cal 
179, PUR1928A 811, 259 Pac 937, 
sanctioned the exclusion by the Cali- 
fornia Commission of $309,000 do- 
nated by landowners for an extension 
of the canal. 

The Rhode Island supreme court in 
Public Utilities Commission v. East 
Providence Water Co. 48 RI 376, 
PUR1927C 417, 136 Atl 447, exclud- 
ed from the rate base the value of hy- 
drants supplied by the city. 

In addition to the above authorities, 
the state Commissions have in recent 
years been almost unanimous in hold- 
ing that donated property, or, as ex- 
pressed in the testimony in this case, 
contributions in aid of construction, 
should be excluded in determining the 
rate base upon which the utility is en- 
titled to earn a return. States which 
have so held include California, Ne- 
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braska, Oregon, Virginia, Indiana, 
Nevada, New Jersey, North Dakota, 
Pennsylvania, Rhode Island, Wiscon- 
sin, Ohio, and Washington. 

It appears to the Commission that 
it is manifestly unfair to permit a 
utility to collect funds from the pub- 
lic in order to build its plant and then 
to permit the company to demand a 
return upon the value of such prop- 
erty. A customer has been required 
to furnish funds to build the property 
in order to obtain service and the com- 
pany now wants the same customer to 
again pay for this property by includ- 
ing the same in the rate base upon 
which the company is entitled to a 
return. Inclusion of expense of main- 
tenance and depreciation in the operat- 
ing expenses of the company is per- 
missible. The company is charged 
with the cost of maintenance and re- 
placement. 

It is the opinion of the Commission, 
therefore, that the item ‘Contributions 
in Aid of Construction,” should be de- 
ducted from the value of the property 
in determining the rate base, but that 
the expenses of maintenance and de- 
preciation of such property should be 
allowed as items of operating ex- 
penses. 


Fair Value 


[19, 20] The most important and 
exacting task in any rate case is the 
finding of fair value. All other find- 
ings of value are secondary or sup- 
plementary thereto. In determining 
fair value, all elements of value are to 
be considered. No formula has yet 
been derived nor any method proved 
infallible. The element of judgment 
still prevails. It is a determination of 
what, under all facts and circum- 
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stances of the case, is a just and equi- 
table amount on which the return al- 
lowed the corporation is computed. 

On this question of valuation, the 
Commission has consistently followed 
the rule laid down in Smyth v. Ames 
(1898) 169 US 466, 42 L ed 819, 18 
S Ct 418, requiring that historical cost 
and cost of reproduction be considered 
and given due weight; and in this de- 
cision we have weighed them together, 
giving to each such weight as in our 
judgment was necessary to arrive at a 
proper and fair conclusion, consider- 
ing all other proper facts and circum- 
stances, such as going concern value. 

Subsection (g) of § 4609c37 of the 
1925 Supplement provides in part, 
“The value of the property of a pub- 
lic utility, as determined by the Com- 
mission, shall be such sum as repre- 
sents as nearly as can be ascertained 
the money honestly and prudently in- 
vested in the property.” 

Reading this sentence in conjunc- 
tion with the entire section, it was, in 
the opinion of this Commission, the 
intention of the legislature to require 
the greater weight to be given to his- 
torical cost in determining the fair 
value of any public utility. In the 
opinion of this Commission, such re- 
quirement is in keeping with the prin- 
ciples laid down by the Supreme Court 
in the Smyth v. Ames Case, supra, 
and is further in keeping with sound 
principles of utility regulation. 

In keeping with the above prin- 
ciples, the Commission has in its judg- 
ment weighed the historical cost and 
cost of reproduction, undepreciated, 
and giving due consideration to the 
company as a going and operating util- 
ity, has arrived at the present fair 
value of the property of the various 
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departments used and useful in the 
rendering of electric, steam heat, and 
water service, as follows: 

$17,350,000.00 


269,000.00 
182,000.00 


Electric Department 
Steam Heat Department 
Water Works Department .... 


Rate Base 


There now remains the actual com- 
putation of the rate base, which is set 
out by departments as follows: 


Electric Department 
$17,350,000 


2,603,000 
361,660 
$14,385,340 


160,040 
190,000 


$14,735,380 


Fair Value 
Less: 
Accrued Depreciation 
Contributions in aid of Con- 
struction 


Subtotal 
Add: 
Materials and Supplies 
Cash Working Capital 


Rate Base 


Steam Heat Department 


Fair Value 

Less? 
Accrued Depreciation 
d . 


$269,000 


Materials and Supplies 
Cash Working Capital 


Rate Base 


Fair Value 
Less: 
a Depreciation 


Materials and Supplies 
Cash Working Capital 


$143,500 


Rate Base 


Operating Revenues and Expenses 


The operating revenues, expenses, 
and net operating income before depre- 
ciation are set out in the following 
statement : 


Operating Revenues 
Operating Expenses 


Net Operating Income (Before Depreciation) 


Both revenues and expenses have in- 
creased steadily since 1933. There- 
fore, the Commission is of the opinion 
that the above revenue and expense 
figures are more indicative of future 
revenues and expenses than any other 
figure shown in the testimony. 


Rates 


The company has had in effect for 
several years a residential electric rate 
of the block type. This rate might be 
considered promotional to the extent 
that the bottom step is being sold at a 
very low rate. The Commission sug- 
gests that the consumption and reve- 
nue in these low blocks be analyzed to 
determine whether such sales are being 
made below cost with a consequent 
subsidization by other sales. If such 
a situation is found, it should be cor- 
rected by a refiling of the rates con- 
cerned. 

[21, 22] For many years residential 
water service at Devils Lake was fur- 
nished at a flat rate. Within the last 
year the company completed the instal- 
lation of meters and is now furnishing 
all water service on a metered basis. 
The net minimum bill, under the pres- 
ent rate for water service is $1.67. In 
the opinion of the Commission, and 
considering the quality of the product 
supplied with the consequent low con- 
sumption, such minimum is too high 
and should be reduced. 


Rate of Return 


From a study of the present money 
market, the yield on corporate bonds 
Water 
Dept. 
$31,387.15 
18,945.42 


$12,441.73 


Electric Steam Heat 
Dept. Dept. 
$2,910,396.58 $78,084.61 
1,703,629.93 68,051.57 


$1,206,766.65 $10,033.04 
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and stocks, the yield of government 
bonds, and interest rates in the utility 
field, it appears that a 6 per cent re- 
turn is adequate, and we will, there- 
fore, allow approximately a 6 per cent 
return on the rate base shown herein; 
and it follows that on the above basis, 
the total revenue requirement of each 
of the departments of this utility to 
produce the above rate of return is as 
follows: 


Operating Expenses 
Depreciation 
6% Return 


Revenue Requirement 
Actual Revenue 


Deficit or Excess 


Summary of Findings 


On the basis of such anticipated 
revenue requirement, as compared to 
the actual net operating income now 
being earned, we find that if the pres- 
ent rates are continued, the electric 
and steam heat departments may be 
expected to have deficient earnings and 
the water department excess earnings. 
This situation should be equitably ad- 
justed. The proposed change in the 
water rates which the Commission will 
order in effect will decrease revenues 
to a much greater extent than the pres- 
ent excess earnings. Such reduction 
the Commission feels justified in mak- 


‘electric and steam heat service. 


RAILROAD COMMISSIONERS 


ing due to the savings in operating 
expenses which will accrue due to the 
rendition of metered service. The 
Commission finds, however, that such 
excess earnings did not exist through- 
out the period of this investigation, 
therefore, will not order such reduc- 
tion to be retroactive. 


ORDER 
And it is ordered that the Otter Tail 
Steam Heat 


Dept. 
$68,052 


Water 
Dept. 
$18,945 


Electric 
Dept. 
$1,703,630 
67 


884,123 


$3,259,400 
2'910,397 


(349,003) 


12,378 


$88,862 
78,085 


(10,777) 


8,610 


$31,030 
31,387 


357 


Power Company, if it deems it ad- 
visable may file adjusted rates for 
Such 
refiling, if made, shall be in accord- 
ance with the Commission’s finding 
in the preceding section entitled, 
“Rates.” 

The Otter Tail Power Company 
shall immediately file a revised sched- 
ule of residential water rates which 
will be designed to provide a net mini- 
mum bill of $1; this new rate to be 
effective on all billings after date of 
this order. 

And it is so ordered. 
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NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE 
DIVISION, PUBLIC SERVICE COMMISSION 


Re Sylvan Spring Water Company 


[Case No. 9988.] 


Service, § 117 — Obligations to customers — Water utility. 
1. A company which has undertaken to supply water to the residents in 
its territory and has assumed the privileges of the business is required to 
meet the obligations to its consumers which go with it, p. 320. 


Service, § 479 — Water — Improvements to maintain pressure. 


2. A water company which has assumed the obligation to furnish serv- 
ice at a summer resort, but which has been unable to maintain adequate 
water pressure during a period when it has had a steady income and his- 
tory of substantial dividends, should be required to replace transmission 
pipes with larger pipes in order to render reasonably adequate service, 


p.- 


[April 30, 1940.] 


patna on motion of Commission to investigate the serv- 

ices, practices, and facilities of a water company; replacement 

of transmission pipes with larger pipes ordered so as to render 
adequate service. 


APPEARANCES: Robert W. Aus- 
tin, Assistant Hydraulic Engineer, for 
the Public Service Commission ; Coley, 
Kiley & Kiley (by H. W. Coley and 
E. A. Kiley, of counsel), Oneida, At- 
torneys for the Sylvan Spring Water 
Company; J. G. Cavanaugh, Assist- 
ant Secretary-Treasurer, for the Syl- 
van Spring Water Company; F. N. 
Thomson, Utica, District Sanitary En- 
gineer, New York State Department 
of Health; Thomas L. Taylor, Sylvan 
Beach, consumer of Sylvan Spring 
Water Company. 


BREwsTER, Commissioner: This 
proceeding was instituted on a motion 
of the Commission following com- 
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plaint filed with the Commission by 
Thomas L. Taylor, a customer of the 
Sylvan Spring Water Company, and 
a report thereon by Robert W. Austin, 
assistant hydraulic engineer of the 
Commission. A hearing was held be- 
fore me at Oneida on August 24, 1939, 
at which a number of customers of 
the company were present. 


This company serves a community 
consisting of Sylvan beach, Kyser’s 
beach, and Verona beach, all located at 
the eastern end of Oneida lake. The 
entire community is a summer resort 
community and has between 850 and 
900 consumers in the summer season. 
There are eight or ten hotels, some 
small stores, and a large number of 
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cottages. There are very few year- 
round consumers. 

The company has two reservoirs; 
the Hallenbeck reservoir is located 14 
miles north of Sylvan beach village 
and the Vienna reservoir is located 
about one mile northeast of the Hal- 
lenbeck reservoir. These two reser- 
voirs are connected with an 8- 
inch pipe. The Vienna reservoir is 
somewhat higher than the Hallenbeck 
reservoir and water flows by gravity 
from the Vienna reservoir to the Hal- 
lenbeck reservoir. Between Hallen- 
beck reservoir and the pump house, lo- 
cated near the north limits of Sylvan 
beach, there is an 8-inch cast iron trans- 
mission pipe line extending for 2,100 
feet towards the chlorinator house. At 
that point the pipe line decreases from 
8 inches to 6 inches and is carried the 
remainder of the distance to the chlor- 


inator house in 6-inch cast iron pipe a 


distance of 3,445 feet. At the chlori- 
nator house there is operated a small 
gasoline pressure pump whose purpose 
is to boost the pressure at times of 
maximum use. From the chlorinator 
house southerly a 6-inch distribution 
main extends to the point where the 
Barge canal enters the lake. From 
this point a 4-inch distribution main 
extends to Oneida creek, a distance of 
about 2 miles. The 6-inch distribution 
main passes through and supplies the 
principal community known as Sylvan 
beach. That part of the community 
from the barge canal to Oneida creek 
is called Verona beach. From Oneida 
creek a 2-inch distribution line extends 
to Willow Grove and Kyser’s beach. 
On the day of the hearing—August 
24, 1939—Mr. Freiberger, superin- 
tendent of the company, stated that he 


took the pressure at his home in Syl. 
van beach and found it to be 15 
pounds. He also took the pressure at 
a point on August avenue located 
south of the Barge canal at Verona 
beach and found it to be 10 pounds, 
He took the pressure at Mr. Taylor's 
residence at Kyser’s beach and found 
it to be 12 pounds at ground level, 
He took the pressure at the chlorina- 
tor house and found it to be 30 
pounds. 

During the summer season there is 
a population during week days of 
July and August of approximately 
7,000, increasing over the week-ends 
to peak figures of about 18,000. Dur- 
ing the off season there is a popula- 
tion of about 300. 

The testimony shows that during 
week days in the summer season the 
pressure at the Willow Grove and Ky- 
ser beach sections of the line, especial- 
ly on the 2-inch line, is a maximum of 
about 10 pounds. That during the 
week-ends there is practically no pres- 
sure, that at times of the day when 
there is a large consumption of wa- 
ter, there is only a slight flow of water 
on the ground floor and no water on 
the second floor of any of the cottages. 
Most of the cottages are one-story 
bungalow type but there are some resi- 
dences of two stories. In the 2-story 
residences it is not possible during the 
week-ends to get sufficient water on 
the second floor to flush the toilets. 
There is usually sufficient water to 
flush the toilets on the first floor but 
there are times when it barely runs 
into the toilet tank, although at other 
times there is a fair supply. The 
worst days are during the week-end 
and the worst periods of the day 
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around 8 o’clock in the morning and 
in the evening. 

The testimony also shows that one 
consumer has a hotel at Sylvan beach 
and cottages adjoining it. This hotel 
is three stories. The hotel is used 
during the summer season and at that 
time it is not possible to get any wa- 
ter on the third floor. The proprietor 
is obliged to carry water in pails to 
flush the toilets on the third floor. On 
the second floor it is possible to get 
water although the pressure is at times 
low and the shortage of water is most 
pronounced during the week-ends. 

One of the cottage residents at Syl- 
van beach, where there is a 6-inch line, 
testified that on Sundays and holidays 
when there are larger groups at the 
beach, they could not get water on the 
second floor and he was obliged to car- 
ry water to that floor. That if all of the 
faucets on the first floor were cut off 
then they could build up sufficient pres- 
sure to get water on the second floor. 

Sylvan beach has a fire district, 
bounded on the south by Oneida creek, 
running up to Black creek, following 
Black creek to the O. & W. Railroad, 
and the O. & W. Railroad to Musk- 
rat creek. This area includes a dis- 
tance from about 1,000 feet north 
of the pump house southerly, includ- 
ing all of what is known as Sylvan 
beach and Verona beach. There are 
49 hydrants. The fire district has a 
fire pumping apparatus which is said 
to have a rated capacity of 750 gallons 
per minute. The volume of water 
available from the hydrants is such 
that this engine can only operate for 
a short time without having the water 
supply give out. No charge is made 
for hydrant service, and no revenue is 


received by the company for furnishing 
water to a community park with toi- 
lets, etc., at Sylvan beach. It seems 
that some years ago the rate for a 
single house was increased from $8 to 
$11 per year because hydrants had 
been installed and the cottagers had 
some fire protection. This charge was 
made prior to the time privately owned 
companies came under Commission 
jurisdiction. 

At the close of the hearing on Au- 
gust 24, 1939, the company was re- 
quested to make a study to determine 
what change in facilities could be 
made to increase the supply of water 
and the pressure and what the cost 
thereof would be. The company em- 
ployed the firm of Barker & Wheeler, 
engineers of Albany, and that firm 
made a study and report to the com- 
pany, which report was presented in 
evidence at a hearing held on April 8, 
1940. This report states that the 
greater part of the population served 
occupies the area north of the Barge 
canal in the section known as Syl- 
van beach and which is served by 
a 6-inch distribution main. Verona 
beach section with a 4-inch main has 
a more scattered population, and Wil- 
low Grove and Kyser’s beach, south of 
Oneida creek, and south of Verona 
beach, have a comparatively small 
number of consumers. 

The Sylvan Spring Water Com- 
pany was incorporated and the original 
system constructed in 1894. The 
original distribution system consisted 
of 8,371 feet of 6-inch and 4-inch cast 
iron pipe. Through a period of years 
the distribution system has been added 
to until it now consists of 36,456 feet 
of 6-inch and 4-inch cast iron pipe and 
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29,292 feet of 24-inch and smaller size 
wrought iron and galvanized pipe. In 
1914 the company purchased a mill 
property on a small stream 5,714 feet 
to the northeast of the Hallenbeck res- 
ervoir and developed it to what is now 
known as the Vienna reservoir. This 
has a storage capacity of 1,600,000 
gallons and the Hallenbeck reservoir 
has a capacity of 1,415,000 gallons. 
Water may be used from the Vienna 
reservoir direct by means of a by-pass 
of the Hallenbeck reservoir or the 
Vienna reservoir may be closed off and 
water used from the Hallenbeck res- 
ervoir. 

In 1934 pumping equipment was 
installed at the chlorinator house 
where the transmission line ends and 
the distribution line begins. At that 
time a 6-inch cast iron suction line was 
extended to Oneida lake through which 


an emergency supply of water may be 
pumped when needed. This line has 
not been extended into the lake any 


distance. The company has permis- 
sion from the State Water Power and 
Control Commission to use this water 
for emergency use only. The pumping 
equipment at the pump house is a 
Gould pump with a Continental gaso- 
line motor and has a capacity of 300 
gallons per minute. The sole use of 
this pumping apparatus has been to 
boost the inadequate pressure at times 
of maximum use. 

There is no definite record of the 
amount of water used in the course of 
the year. There is a venturi meter on 
the transmission line at the chlorina- 
tor house which records the rate of 
flow at all times. The superintendent 
takes frequent readings of the vol- 
ume of water passing through the me- 
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ter and it is estimated that from 175. 
000 to 225,000 gallons per day repre. 
sents the normal use considering the 
period when the summer visitors are 
not present and from 225,000 to 275. 
000 gallons per day during the sum. 
mer season with the exception of 
week-ends. During the week-ends the 
volume will vary from 275,000 to 
300,000 gallons per day, with occa- 
sional peaks of 350,000 per day. 

It is the opinion of the engineers 
making the survey that the consump- 
tion will not increase very consider- 
ably in the near future unless a state 
park is created at Verona beach which 
was stated to be a possibility within 
the next few years. 

It is the opinion of the engineers 
that the present sources of supply are 
adequate to take care of present needs 
and any increase which seems in sight 
at this time exclusive of the supply to 
the possible new state park. In spite 
of the fact that the past summer was 
an extremely dry one there has been 
no water shortage to this company and 
the consumers have been furnished 
with water from the Vienna reservoir 
and without use of the Hallenbeck 
reservoir. The engineers believe that 
the present supply is sufficient to take 
care of any normal growth. How- 
ever, if additional water is required 
there are several sources referred to in 
the engineers’ reports. The ability of 
the transmission and distribution sys- 
tems to convey the water from the res- 
ervoir to a point where it is needed 
has not, in the opinion of the engi- 
neers, been wholly satisfactory. It is 
stated in the record: 

“Under the present conditions it is 
impossible to secure an adequate 
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RE SYLVAN SPRING WATER CO. 


amount of water at the pump suction 
in order to supply peak loads in the 
community.” 

To meet this condition the engineers 
recommend that the 6-inch transmis- 
sion line extending from the junction 
with the 8-inch line and running from 
there to the pump house, a distance of 
about 3,445 feet be replaced with a 
10-inch line. The engineers recom- 
mend a 10-inch Universal cast iron pipe 
line with a lining of cement or enamel, 
or in the alternative, a 10-inch steel 
bituminous-lined pipe line, wrapped 
and coated with bituminous enamel. 
The engineers recommend that after 
the 10-inch line has been installed and 
connected at the pump house, that the 
3,445 feet of 6-inch transmission line 
which is now in use should be removed 
and cleaned and put in condition for 
reuse, and that it be relaid from the 
point where the 6-inch distribution 
line joins the existing 4-inch distri- 
bution line along the main highway 
from the Barge canal south. After 
the 6-inch line has been so relaid, they 
recommend that the 4-inch line be re- 
moved, cleaned, and relaid to replace 
the existing 2-inch line. It is also 
recommended that there be erected an 
elevated steel tank with 50-foot legs, 
50,000 gallons capacity, at a point 
along the main highway opposite Ve- 
rona beach just north of the land 
which it is stated is to be acquired 
for a state park. With this tank in 
operation it is stated that the pressure 
at Oneida creek should be readily 
maintained at from 22 pounds to 29 
pounds and a greater supply of water 
be made available. 

If it is not possible for the com- 
pany to finance the erection of the 


steel tank at this time, it is the opin- 
ion of the engineers that the other 
changes recommended, that is, the lay- 
ing of the new 10-inch transmission 
line in place of the existing 6-inch line, 
the relaying of this 6-inch pipe in 
place of the existing 4-inch pipe, and 
the removal and cleaning of the 4-inch 
pipe and its use to replace the 2-inch 
pipe, would greatly improve the water 
supply and give a reasonably adequate 
supply. The estimated cost of the to- 
tal work is as follows: 


3,445 linear feet, 10” pipe line, fur- 
nished and laid at $2.00 per foot 

One 50,000 gallon tank, 50-foot legs 

One lump sum, foundation frost case 
and valve chamber 

One altitude valve 

Miscellaneous piping, valves, and 
specials 


$6,890.00 
6,500.00 


1,000.00 


125.00 


$14,715.00 
15% Contingencies and engineering 2,207.25 


$16,922.25 

Salvaging the 6” pipe across the 
flats and relaying it south of the 
canal to connect with the new 
elevated tank: 

3,445 linear feet of 6” c.i. pipe sal- 
vaged and relaid at 70¢ 

Valves and specials 


$2,411.50 
100.00 


$2,511.50 

Salvaging 4” pipe line between the 
canal and the site of the elevated 
tank and relaying south of Oneida 
creek: 

3,445 linear feet 4” c.i. pipe: 
vage and relay at 60¢ 

Valve specials 


$2,067.00 
100.00 


$2,167.00 


The total cost of all of this work is 
estimated to be $21,600 and it is con- 
templated that the removal and clean- 
ing of the 6-inch pipe and its relaying 
and the removal of 3,445 feet of 4- 
inch pipe and its relaying would be 
carried on by the company with its 
own superintendent and hired labor. 
It was stated that if this was to be 
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done by contract it would undoubted- 
ly cost more. 


If the steel tank with its necessary 
foundation, altitude valve, and the es- 
timate for contingencies and engineer- 
ing for this, is omitted, the engineers 
estimated that the remainder of the 
work would be performed at an esti- 
mated cost of $13,000. This is with 
the use of cast iron pipe. If steel pipe 
was substituted for cast iron pipe, it 
is estimated by Barker & Wheeler that 
it would reduce the cost approximately 
$500. It is the opinion of Mr. R. W. 
Austin, assistant hydraulic engineer 
for the Commission, that if the work 
of cleaning and relaying the existing 
pipe is carried out by the company 
with its own forces and the 10-inch 
pipe installed by contract the work 
could be performed for less than the 
estimate of Barker & Wheeler and that 
the total cost might be nearer $10,000 
than $13,000. In making this estimate 
Mr. Austin considered steel pipe in 
place of cast iron pipe, and considered 
that steel pipe could be joined together 
on the surface and lowered into the 
ditch and that there would be 30 inch- 
es covering of the pipe in the ditch. It 
was brought out that the present 6- 
inch transmission line has only about 
30 inches of cover and that no trouble 
had been experienced from freezing, 
etc. It was further brought out that 
the ground in which this 6-inch line 
is laid is wet and swampy and that 
economies could be made if pipe could 
be jointed on the ground and lowered 
into the trench. 

The company contends that it is not 
in a position to finance the expendi- 
ture of even the smaller amount of 
$13,000, and it has not sufficient cash 
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reserves or the ability to raise funds, 
Attached hereto is an income state- 
ment and the balance sheet of the Syl- 
van Spring Water Company for the 
year 1939. It will be noted that the 
cash on hand amounted to $3,120.36, 
The company presented as a witness 
—Mr. Wm. F. Santry, president of 
the Madison County Trust Company, 
who stated that he had not made a de- 
tailed study of the property but that 
he had been presented with the expense 
sheet which he had before him and 
that he had listened to some of the tes- 
timony and that it was his opinion that 
a loan of $13,000 to this company by 
the bank would not be given. He also 
stated—“I haven’t any idea how a 
bond issue would go; I doubt if you 
could sell a bond issue.” He stated 
that the company had not made an ap- 
plication for a loan and that they had 
never applied to his bank during the 
existence of the company. He further 
stated that he based his statements 
entirely upon the information fur- 
nished him. From that information 
it appeared that the company had an 
annual income for the 9-year period 
1931-1939, inclusive, of $2,180.78. 
The statement used by the witness also 
showed that operating expenses and 
taxes had increased in higher propor- 
tion than the revenues during this pe- 
riod. That in his judgment if a loan 
of $13,000 was made it would have to 
be at 6 per cent which would approxi- 
mate an $800 interest charge. That 
taking that out of the average income 
of $2,180 for the 9-year period as re- 
ported to him, there would not be much 
margin left to amortize the loan and 
that it would not be a quick loan and 
not attractive as a “note” loan. He 
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RE SYLVAN SPRING WATER CO. 


stated that his judgment as to the abil- 
ity to borrow on a note at the bank 
or sell bonds was based on the fact that 
he doubts its ability to pay a loan in 
excess of $4,000 or $5,000 within 
three or four years. That the fixed 
assets of the company are not salable, 
that they are just good for delivery of 
water, and that if the water cannot 
be delivered at a profit by the com- 
pany, assuming that its management 
is all right, no one else would want to 
buy it. 

The estimate of $2,180 as given by 
Mr. Santry, upon which he based his 
opinion, is set forth in Exhibit No. 4 
furnished by the company and is ar- 
rived at by taking the total income 
1931-1939, inclusive, and deducting 
therefrom total operating expenses 


without provision for depreciation, 
leaving gross profit from which annual 


depreciation should be deducted, re- 
sulting in the average annual profit of 
$2,180.78 upon which the witness 
based his opinion. 

The profit and loss statement pre- 
sented by the company for the year 
1939, as set forth in Exhibit 4, shows 
net profit for the year ending Decem- 
ber 31, 1939, of $3,024.37 after de- 
duction of depreciation and all charg- 
es. It also shows a dividend paid for 
the year 1939 upon the $50,000 of 
stock outstanding of $3,000 which is 
6 per cent. It should be borne in mind 
that the first hearing in this case was 
held on August 24, 1939, and there- 
after and while this proceeding was 
pending, this dividend of $3,000 was 
declared from surplus. 

Exhibit No. 2 submitted by the com- 
pany shows net earnings after depre- 
ciation for the year ending December 


31, 1938, of $2,858.60. In this year 
and on December 15, 1938, the com- 
pany declared a dividend of $2,500, 
being at the rate of 5 per cent. The 
record shows that in the years 1931- 
1939, inclusive, these being the years 
referred to by Mr. Santry, in five of 
the nine years the company declared 
a dividend of 6 per cent; in one year— 
1938, 5 per cent; in two years—1932 
and 1935, 3 per cent, and in 1931 no 
dividend was declared. It will be not- 
ed that for the last two years—1938 
and 1939, the average net income was 
$2,941.44 which is $861 a year more 
than the average upon which Mr. San- 
try based his judgment, and that dur- 
ing the past four years—1936-1939, 
inclusive, the company declared divi- 
dends of 23 per cent, amounting to 
$11,500. It should also be borne in 
mind that the company is supplying 
water to 49 hydrants located in the 
fire district without any compensation 
whatever therefor. 

Exhibit No. 5 shows that Mr. 
Fearon, the president of the water com- 
pany, is the owner of 86 shares ; Mary 
F. Fearon, the owner of 78 shares. 
H. W. Coley, secretary and treasurer 
of the water company, is the owner of 
425 shares. It, therefore, appears 
that these two officers are the holders 
of 511 shares of this company, and 
that if Mary F. Fearon is a member 
of the family of Henry Fearon, that 
these families are the owners of 589 
shares out of 1,000 shares outstand- 
ing. 

Henry D. Fearon, president of the 
water company, receives a salary of 
$300 per year. H. W. Coley, secre- 
tary and treasurer, a salary of $500 
per year and James G. Cavanaugh, as- 
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done by contract it would undoubted- 
ly cost more. 


If the steel tank with its necessary 
foundation, altitude valve, and the es- 
timate for contingencies and engineer- 
ing for this, is omitted, the engineers 
estimated that the remainder of the 
work would be performed at an esti- 
mated cost of $13,000. This is with 
the use of cast iron pipe. If steel pipe 
was substituted for cast iron pipe, it 
is estimated by Barker & Wheeler that 
it would reduce the cost approximately 
$500. It is the opinion of Mr. R. W. 
Austin, assistant hydraulic engineer 
for the Commission, that if the work 
of cleaning and relaying the existing 
pipe is carried out by the company 
with its own forces and the 10-inch 
pipe installed by contract the work 
could be performed for less than the 
estimate of Barker & Wheeler and that 
the total cost might be nearer $10,000 
than $13,000. In making this estimate 
Mr. Austin considered steel pipe in 
place of cast iron pipe, and considered 
that steel pipe could be joined together 
on the surface and lowered into the 
ditch and that there would be 30 inch- 
es covering of the pipe in the ditch. It 
was brought out that the present 6- 
inch transmission line has only about 
30 inches of cover and that no trouble 
had been experienced from freezing, 
etc. It was further brought out that 
the ground in which this 6-inch line 
is laid is wet and swampy and that 
economies could be made if pipe could 
be jointed on the ground and lowered 
into the trench. 

The company contends that it is not 
in a position to finance the expendi- 
ture of even the smaller amount of 
$13,000, and it has not sufficient cash 
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reserves or the ability to raise funds, 
Attached hereto is an income state- 
ment and the balance sheet of the Syl- 
van Spring Water Company for the 
year 1939. It will be noted that the 
cash on hand amounted to $3,120.36, 

The company presented as a witness 
—Mr. Wm. F. Santry, president of 
the Madison County Trust Company, 
who stated that he had not made a de- 
tailed study of the property but that 
he had been presented with the expense 
sheet which he had before him and 
that he had listened to some of the tes- 
timony and that it was his opinion that 
a loan of $13,000 to this company by 
the bank would not be given. He also 
stated—“I haven’t any idea how a 
bond issue would go; I doubt if you 
could sell a bond issue.’ He stated 


that the company had not made an ap- 
plication for a loan and that they had 


never applied to his bank during the 
existence of the company. He further 
stated that he based his statements 
entirely upon the information fur- 
nished him. From that information 
it appeared that the company had an 
annual income for the 9-year period 
1931-1939, inclusive, of $2,180.78. 
The statement used by the witness also 
showed that operating expenses and 
taxes had increased in higher propor- 
tion than the revenues during this pe- 
riod. That in his judgment if a loan 
of $13,000 was made it would have to 
be at 6 per cent which would approxi- 
mate an $800 interest charge. That 
taking that out of the average income 
of $2,180 for the 9-year period as re- 
ported to him, there would not be much 
margin left to amortize the loan and 
that it would not be a quick loan and 
not attractive as a “note” loan. He 
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stated that his judgment as to the abil- 
ity to borrow on a note at the bank 
or sell bonds was based on the fact that 
he doubts its ability to pay a loan in 
excess of $4,000 or $5,000 within 
three or four years. That the fixed 
assets of the company are not salable, 
that they are just good for delivery of 
water, and that if the water cannot 
be delivered at a profit by the com- 
pany, assuming that its management 
is all right, no one else would want to 
buy it. 

The estimate of $2,180 as given by 
Mr. Santry, upon which he based his 
opinion, is set forth in Exhibit No. 4 
furnished by the company and is ar- 
rived at by taking the total income 
1931-1939, inclusive, and deducting 
therefrom total operating expenses 
without provision for depreciation, 
leaving gross profit from which annual 
depreciation should be deducted, re- 
sulting in the average annual profit of 
$2,180.78 upon which the witness 
based his opinion. 

The profit and loss statement pre- 
sented by the company for the year 
1939, as set forth in Exhibit 4, shows 
net profit for the year ending Decem- 
ber 31, 1939, of $3,024.37 after de- 
duction of depreciation and all charg- 
es. It also shows a dividend paid for 
the year 1939 upon the $50,000 of 
stock outstanding of $3,000 which is 
6 per cent. It should be borne in mind 
that the first hearing in this case was 
held on August 24, 1939, and there- 
after and while this proceeding was 
pending, this dividend of $3,000 was 
declared from surplus. 

Exhibit No. 2 submitted by the com- 
pany shows net earnings after depre- 
ciation for the year ending December 
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31, 1938, of $2,858.60. In this year 
and on December 15, 1938, the com- 
pany declared a dividend of $2,500, 
being at the rate of 5 per cent. The 
record shows that in the years 1931- 
1939, inclusive, these being the years 
referred to by Mr. Santry, in five of 
the nine years the company declared 
a dividend of 6 per cent ; in one year— 
1938, 5 per cent; in two years—1932 
and 1935, 3 per cent, and in 1931 no 
dividend was declared. It will be not- 
ed that for the last two years—1938 
and 1939, the average net income was 
$2,941.44 which is $861 a year more 
than the average upon which Mr. San- 
try based his judgment, and that dur- 
ing the past four years—1936-1939, 
inclusive, the company declared divi- 
dends of 23 per cent, amounting to 
$11,500. It should also be borne in 
mind that the company is supplying 
water to 49 hydrants located in the 
fire district without any compensation 
whatever therefor. 

Exhibit No. 5 shows that Mr. 
Fearon, the president of the water com- 
pany, is the owner of 86 shares ; Mary 
F. Fearon, the owner of 78 shares. 
H. W. Coley, secretary and treasurer 
of the water company, is the owner of 
425 shares. It, therefore, appears 
that these two officers are the holders 
of 511 shares of this company, and 
that if Mary F. Fearon is a member 
of the family of Henry Fearon, that 
these families are the owners of 589 
shares out of 1,000 shares outstand- 
ing. 

Henry D. Fearon, president of the 
water company, receives a salary of 
$300 per year. H. W. Coley, secre- 
tary and treasurer, a salary of $500 
per year and James G. Cavanaugh, as- 
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sistant secretary and treasurer, who 
according to the testimony keeps the 
books and makes out the income re- 
ports and reports to the Public Service 
Commission and apparently performs 
the office work of the company, re- 
ceives a salary of $450 per year. Wm. 
J. Freiberger, Sr., superintendent of 
the water company, who has charge of 
the company and of its water distri- 
bution systems, receives $1,000, a to- 
tal of $2,250, out of total operating 
revenues for the year 1939 of $11,- 
228.75. It will be seen that 20 per 
cent of gross operating revenue was 
applied to salary payments and 26} 
per cent to dividends in the year 1939. 

It is difficult to believe that this com- 
pany with a steady income and history 
of substantial dividends paid would 
be unable to sell a $10,000 bond issue 
with which to carry out, in addition to 
the cash on hand, the required im- 
provements. 


Conclusion 


[1,2] The company undertook to 
supply water to the residents of this 
territory and having assumed the priv- 
ileges of the business is required to 
meet the obligations to its consumers 
which go with it. The testimony very 
clearly indicates that the service now 
being rendered is inadequate. The en- 
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gineers employed by the company 
have made specific recommendations, 
The total program to be Zarried 
out would cost some $21,000. It is 
the opinion of the engineers that 
the lesser program would greatly 
improve conditions and render rea- 
sonably adequate service, and remove 
the cause of consumer complaints. 
Because the transmission pipe to be 
replaced is in a very swampy section 
the work of laying the 10-inch pipe 
must be carried on under suitable 
weather conditions. 

An order should issue requiring the 
company to replace the 3,445 feet of 
6-inch existing transmission pipe with 
10-inch transmission pipe at as early a 
date as suitable weather conditions 
permit. 

That as soon as the 10-inch pipe has 
been laid and connected at the chlori- 
nator house the company shall prompt- 
ly extend its 6-inch distribution main 
southerly along the route of the exist- 
ing 4-inch main and shall replace such 
part of the existing 2-inch distribu- 
tion mains with 4-inch mains as the 
usable salvage 4-inch pipe will permit. 

The company should inform the 
Commission in writing within fifteen 
days from the date of service of the 
order whether it will carry out the re- 
quirements thereof. 
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Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 


programs, personnel changes, recent and coming events. 


Baltimore Transit to Spend 
$2,000,000 on Improvements 


ecto Hill, president of Baltimore Tran- 
sit Co., has announced a $2,000,000 im- 
provement program involving the purchase of 
108 new streamlined trolley cars and 15 new 
buses. 

The company already has 68 streamlined 
trolleys and Mr. Hill said the new ones, to be 
built by Pullman Standard Car Manufacturing 
Co., Worcester, Mass., would give Baltimore 
“one of the largest fleets of modern rail urban 
transit cars in the United States.” 

Ten of the buses will be built by the Yellow 
Truck & Coach Mfg. Co., General Motors sub- 
sidiary, Pontiac, Mich., and five by Mack 
Trucks. 


60,000-KW ‘Turbine Generator 
For Georgia Power Co. 


HE Georgia Power Company is doubling 

the capacity of its Plant Atkinson at At- 
lanta as a result of the growth in the com- 
pany’s load in and around Atlanta, and to bring 
about more flexible load balancing for the 
entire Georgia Sys‘em. 

A 60,000-kw turbine generator will be built 
by the General Electric Co. and will be installed 
next year. Present equipment at Plant Atkin- 
son consists of a 60,000-kw G-E unit installed 
in 1930. 

The new turbine will duplicate Plant Atkin- 
son’s present equipment, and at the same time 
incorporate turbine design improvements of the 
last decade. Of the condensing turbine gener- 
ator type with surface air cooler, the new 17- 
stage unit will operate at 1800 rpm and drive 
a 66,667-kva, 13,800-volt, 60-cycle generator. 
It is designed for steam conditions of 425 lb 
pressure and a temperature of 725 degrees F 
and two inches absolute back pressure. 





STURGIS 


POSTURE CHAIRS 


Easily and quickly adjusted 
A model for every need 
WRITE FOR CATALOC 


STURGIS POSTURE CHAIR CO 








Ratchet and 3-Way Threaders 
Offered by Ridge Tool 


ATEST additions to the RIDGID line of pipe 
iS tools made by The Ridge Tool Company | 
of Elyria, Ohio, are five new Ratchet and | 
Three-Way Threaders for small pipe. 

Nos. OOR, OR and 11R are of new, stronger “ 
design in all-steel malleable-alloy. They thread | 
¥% in. to 1% in pipe. Separate sets of semi- 
high-speed tool steel chaser dies are accurately 
cut, easily removed for regrinding. In No, 


No. OR and 11R FREAD Ratchet 
Threaders for 44” to 114" pipe. 


No. 30-A and 31-A 3-way Ratchet 
Threaders for 34" to 1” pipe. 


OOR, die heads are quickly locked in or re- 
moved by a pull of the ratchet knob. In Nos. 
OR and 11R die heads push out easily for 
changing, snap into ratchet ring from either 
side, can’t fall out. Electrical conduit dies 
furnished at regular die prices. No special dies 
are needed for threading pipe close to wall; it 
is only necessary to turn dies upside-down and 
shift to positions marked on die-heads. A car- 
rier which conveniently holds the ratchet ring 
and set of dies is supplied with all complete 
sets at no extra cost. 

The Series Nos. 30A and 31A three-way 
threaders for smail pipe have virtually the 
same features as the series described above. 
They are compact, have double ball-end han- 
dles and thread pipe from % in. to 1 in. 

Distribution of these tools is made exclu- 
sively through wholesale supply houses. 


Bell System Sets Record 


fie principal operating subsidiaries in the 
American Telephone and Telegraph Com- 
pany system had a net gain of 18,100 telephones 
in service in June, according to a recent an- 
nouncement. This compares with a gain of 15,- 
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T’S results you’re after—it’s performance you want—that’s exactly what you 

get with “CLEVELANDS.” 

On transmission or main lines, in the open country, or for distribution in the 
close, confined areas of city and suburbs, “CLEVELANDS” go through creating un- 
surpassed performance records. And best of all “CLEVELANDS” deliver this maxi- 
mum performance at surprisingly low costs. 

And there’s a reason—correctness of design, alertness to field requirements, plus 
Quality of Construction. 

Time-tested, time-proven, compact, fast, flexible, streamlined for light weight, easy 
to move around the job, easy to move around the country, yet rugged and abund- 
antly powered, “CLEVELANDS” have the built-in qualities that enable you to get 
ipe line in the ground quickly, with least “times-out” and at lowest cost. ““CLEVE- 
ANDS” are sold on a guaranteed satisfaction basis. Get the details—write today. 


= a ga Low Cost, 
rtatio 
woe THE CLEVELAND 
TRENCHER COMPANY 


"*Pioneer of the Small Trencher"* 
20100 St. Clair Avenue 
Cleveland, Ohio 


CLEVELANDS © 
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800 instruments in June, 1939. In the first six 
months of this year the Bell System had a 
cumulative gain of 449,000 telephones, against 
370,000 correspondingly a year ago. At the end 
of June there were 16,984,600 telephones in 
—- in the Bell System, a new high rec- 
ord. 

The New York Telephone Company, larg- 
est operating unit in the A. T. & T. group, 
reported a gain of 4,594 telephones in June, 
compared with an increase of 5,449 in June, a 
year ago. For the first half of this year the 
company had a gain of 61,581 units, against 
an increase of 54,743 in the first half of 1939. 


Fuse Block for Indoor Use 


A NEW fuse block for the type PT indoor 
potential transformers has been announced 
by the Westinghouse Electric & Manufacturing 
Company. This block is assembled on cover 


Fuse blocks for type PT indoor potential 
transformers. 


mounted bushings and is available in ratings 
from 230 volts to 2300 volts inclusive. The 
block contains a fuse mounted in a hinged 
moulded bakelite cover. This streamlined pro- 
tecting device has solderless connectors for the 
customers cable connections. All live parts are 
enclosed in the walls of the cover and the base. 


Gas Appliance Sales Increase 


AS appliance sales throughout the United 
G States increased substantially during the 
first five months of this year as compared to 
sales figures for the same period of 1939, ac- 
cording to C..W. Berghorn, managing director 





MARTENS & STORMOEN 
successors te 
THONER & MARTENS 
Disconnecting Switches 
Heavy Duty Switches 
15 Hathaway St., Boston, Mass. 











of the Association of Gas Appliance and 
Equipment Manufacturers. 

The strongest rise was in the sale of gas 
fired furnaces (house heating equipment) which 
registered an increase of 33.8 per cent during 
the period January to May, inclusive of this 
year, as compared to sales for the same months 
in 

During this five-month period gas range sales 
rose 14.1 per cent and gas water heater sales 
were up 13.6 per cent. 


West Penn Increases Capacity 
Of Windsor Station 


HE Windsor Station at Power, W. Va, 
B you. built in 1916 and the last ex- 
tension added in 1922, is unique in that one- 
half of the plant is owned by the West Penn 
Power Company and the other half by The 
Ohio Power Company. The latter in 1937 
topped its half by the installation of two 750, 
000 lb per hr steam generating units supplying 
steam at 1250 lb 925 F to a 60,000-kw turbine- 
generator which, in turn, exhausts at 235 lb to 
three 30,000-kw existing turbines. 

A 60,000-kw topping turbine-generator was 
ordered by the West Penn Power Company 
at that time for its half of the station, but in- 
stallation was deferred until May of this year 
when an order was placed with Combustion 
Engineering Company for two high-pressure 
steam generating units to serve this turbine- 
generator and the other three 30,000-kw exist- 
ing low pressure turbines, thus completing the 
topping program for the Windsor Station. 

These steam generating units will be of the 
three-drum bent-tube type, designed for an out- 
put of 750,000 Ib each and 1525 Ib drum pres- 
sure, 925 F total steam temperature. They will 
be equipped with Elesco superheaters and econ- 
omizers, Ljungstrom air preheaters, and each 
will be served by three C-E Raymond bowl 
mills. The furnaces will be of the continuous 
slag-drip type and will be tangentially fired. 


Generating Capacity Expands 


HE capacity of generating plants in service 
Ti the United States on May 31, 1940, to- 
taled 40,646,000 kilowatts, according to reports 
received by the Federal Power Commission. 
This is a net increase of 90,000 kilowatts over 
that previously reported in service on April 
30, 1940 

Exclusive of international transfers, a total 
of 2,429,580,000 kilowatt hours, or 21.3 per cent 
of the total generation, was reported as cross- 
ing State lines during May, 1940. 

Production of electric energy for public use 
during May totaled 11,428,552,000 kilowatt 
hours. Average daily production during May 
was 368,663,000 kilowatt hours or .5 per cent 
more than the average daily production im 
April, and was an increase of 12.3 per cent 
compared with the same month last year. 

The production by water power in May 
amounted to 4,578,836,000 kilowatt hours or 40 
per cent of the total output for public use. 
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a You may have just as many billing ma- 
of the chines as you have typewriters when you 
n out- use the Egry Speed-Feed . . . the amazing 
PEGS device that converts any typewriter into 
y will a billing machine in one minute without 
econ- change in typewriter construction or op- 
each eration. Speeds up the output of typed 
bowl forms 50% or more by eliminating all 
nuous manual labor incident to the inserting and 
ed. removing of carbons, making all time of 
operator productive. Uses Egry Continu- 

ids ous Printed Forms and Egry Speed-Feed 

; Carbons, writing 300 or more sets of forms 
rvice with a single loading of carbons, eliminat- 
), to- ing use of costly one-time pre-inserted .< 
ports carbon forms and other wasteful types. ee 
Sion. ww * 
over 
April = aa % ‘ Soon 
total =—_— = 
cent - 
ross- 

Demonstrations of the speedy, economical, effi- 

C use cient, time-, labor- and money-saving Speed-Feed The Speed-Feed cost less than 2c per day for 

tt in your own office without cost or obligation. only one year. No upkeep, no replacements, noth- 
May Write today for literature. Dept. F-718. ing to get out of order. Get all the facts at once. 
cent C 
im iThe EGRY REGISTER Company 

B 

ais SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Co., (Canada) Ltd. Kind & Dufferin Sts., Toronto, Ontario, Canada 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





40 INDUSTRIAL PROGRESS—( Continued) 


Winter Air Conditioning Unit 
Designed to Save Space 


OR use where economy and efficiency are 
Fy ccsential in small floor space, three compact 
vertical type GAV gas fired air conditioning 
units are announced by the air conditioning de- 
partment, Westinghouse Electric & Manufac- 
turing Co., East Springfield, Mass. 

Particularly applicable to small homes and 
apartments, even the largest of these vertical 
units takes but 30 in. x 32 in. floor space al- 











Vertical winter air conditioning unit saves 
floor space. 





though delivering 90,000 Btu at the register. 
Each of the three compact cabinet units pro- 
vide complete winter air conditioning with 
effectively filtered warm air. In the summer 
the blower can be used to ventilate the in- 
terior of the house. 

For quick and economical installation, the 
units are factory assembled. Return air ducts 
are often unnecessary. For compactness, blow- 
ers and filters are located beneath the heating 
element. The vertical air flow reduces friction, 
lessens heat losses and blower load. Spun glass 
filters impregnated with adhesive substance, 
strain dust, dirt, pollen from the air. 


Magnetic Relay with Control 
Transformers 


T HE General Electric Company recently an- 
nounced a new magnetic relay with contro] 
transformer. Summer-winter control of heat- 
ing boilers supplying domestic hot water, con- 
trol of water circulator or blower on heating 
system in response to room thermostat, con- 
trol of power apparatus on cooling systems in 
conjunction with room thermostat, operation 
of two oil burners from a single instrument 
and the application of power to unit heaters 
and unit coolers at direction of low-voltage 
thermostat are some of the uses to which this 
new control can be put. 

These controls consist of enclosed relay and 
low-voltage-transformer units used as the re- 
laying means between low-voltage thermostats, 
limit switches, or other low-voltage controls 
and line-voltage loads such as motors. The 
relay is a double-pole, double-throw form, 
When it is used with a 3-wire low-voltage de- 
vice, one pole is used as a holding circuit, hence 
only one pole is available for a power circuit, 
The transformer supplies low-voltage energy 
to the relay circuit. 


Utility Expands Program 


HE North American Company will boost 

its construction program for the next two 
years by 50 per cent above the amount origi- 
nally scheduled at the start of this year, FE. L. 
Shea, president, announced recently. 
_ Addition of 380,000 kilowatt-generating 
capacity instead of 270,000 as originally con- 
templated, and extensive additions to trans- 
mission, distribution, and other utility facilities 
are included in the new program, which will 
lift the constructon budget to $90,000,000 from 
the $61,000,000 projected earlier. 

The change in plans was made known in a 
letter from Mr. Shea to Gano Dunn and Leland 
Olds, now working on electric power problems 
in the National Defense Advisory Commission. 
Mr. Shea said “there need be no concern as to 
the adequacy of power supply for all normal 
and national defense requirements throughout 
the North American system’s areas, which in- 
clude such large industrial centers as Cleve- 
land, Milwaukee, and St. Louis, as well as 
Washington. 

“North American Company and its operat- 
ing companies,” Mr. Shea said, “expect to meet 
with their own resources all of the obliga- 
tions arising out of any national defense prob- 
lems.” 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 
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OMORROW'S TREND 
.-IN TRANSFORMERS 


Before you buy—investigate 
PENNSYLVANIA 
Distribution Transformers 


ENNSYLVANIA is rapidly forging to the front as a builder of high-quality 

distribution transformers. Those interested in engineering, operating or 
maintenance will readily appreciate the outstanding advantages of basic im- 
provements such as these: 


@ Coils of circular shape, the same as in power transformers, 
balanced radially and axially against short circuit stresses ; 


sible by open-type construction) at temperature not exceeding 
105°c, thus assuring safe, pliable insulation ; 


@ Low Temperature gradient between copper and oil, which per- 
mits greater overloads with safety ; 


@ Stud Type Bushings brought out through pockets and bolted 
from exterior, giving maximum accessibility ; 


@ Insulation fully co-ordinated with fiash-over of bushings, re- 
sulting in complete surge-resisting qualities. 


It will pay you to consider Pennsylvania 
Distribution Transformers before placing 
your next contract, 


1701 ISLAND AVE. PITTSBURGH, _ 
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DOG-EARED FORMS 


Stock for machine accounting forms, card records, index forms 
and filing systems must be tough, strong, capable of standing 
hard use without drooping, tearing or becoming dog-eared. 


Weston’s Machine Posting LEDGER and Weston’s Machine Posting 
INDEX are made especially for these classes of work with 50% rag 
content for plenty of strength and backbone. Both have a special 
smear-proof finish that prints, rules and works like a quality ledger 
and facilitates high speed filing and sorting. 


Weston’s Machine Posting LEDGER comes in Buff in subs. 24, 28, 32 
and 36 and in White, Blue and Pink in sub. 32. Weston’s Machine 
Posting INDEX comes in Buff, White, Blue, Ecru, and Salmon in 180 
M, 220 M, 280 M and 340 M and in Pink, 180 M—hbasis 2514 x 3014. 


Write BYRON WESTON CO., Dept. C, Dalton, Mass., for samples of 


Weston’s Machine Posting Ledger and Index and for WESTON’S PAPERS, 
published regularly for paper buyers and users. 


WESTON’S PAPERSF 
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MOST POWER 


when it’s most needed 





CHEVROLET TRUCKS 


With Valve-in-Head Engines 
Have Maximum Power at Usable Speeds 


Chevrolet trucks lead in sales because so 
many truck users are convinced that Chev- 
olets are the best buy. That is, Chevrolet 
ucks lead because they have the most desir- 
able balance of power, economy and durability 
power to do the job well, economy to do the 
job at low cost, durability to stay on the job. 


Chevrolet trucks owe their superiority in 
power, economy and durability largely to the 
act that they have Valve-in-Head engines. 
That’s why the Chevrolet truck engine excels 
thers of its size—and even larger and costlier 
rngines—in that most important of all truck 
engine qualities: high pulling power, or torque, 
nt low engine speeds. 

You don’t have to “race your engine”’ when 
you need a lot of pulling power in a Chevrolet. 

is Valve-in-Head engine develops its top 
orque of 168 Ib. ft. at only 1100 r.p.m.—a 
preater maximum torque than a larger ‘‘8’’ 
levelops when whirling at 2000 r.p.m., and 


only 2 Ib. ft. less than the maximum that a 
still larger and much costlier ‘‘8’’ develops 
when spinning at 2100 r.p.m. Highly im- 
portant to the truck user also is another 
advantage of the Chevrolet Valve-in-Head 
design, the fact that this engine develops high 
torque over an extraordinarily wide range of 
engine speeds—160 lb. ft. or more all the way 
from only 600 r.p.m. up to 2000 r.p.m. 

That’s power for you—high power at low 
engine speed—maximum power at usable road 
speed—most power when you need it most. 


Valve-in-Head means Ahead in Value 


When you have to race an engine to get top 
power, fuel and oil costs go up and engine life 
is shortened. That explains why the Chev- 
rolet Valve-in-Head engine, besides giving the 
most power when it is most needed, surpasses 
also in economy and in durability. Remember 
—Valve-in-Head means Ahead in Value. 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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There’s Buy Appeal 
In the Modern Design of 


NiAGARA 
GAS FURNACES 


HE eye-appeal makes a buy appeal in Niagara Winter 
Ti. Conditioning and gravity units. Modern casing de- 
sign . . . concealed controls . . . copper chrome cast iron: 
or ... Toncan iron heat exchangers . . . the choice of belt 
or direct drive blowers with two-speed control ... the ex- 
clusive Niagara summer-winter switch . . . combine with 
high efficiency and low prices to give you a furnace appreci- 


ated by home owners and builders alike. 


Write for complete information 


The Forest City Foundries Company 


2500 West 27th Street Cleveland, Ohio 
Established in 1890 
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From the Early Period 
of the Telegraph tothe present 
remarkable development in the field of Electricity 


KERITE 


has been continuously demonstrating the 
fact that it is the most reliable and 
permanent insulation known 


THE KERITE Wise &3i2 COMPANY INC 


NEW YORK CHICAGO SAN FRANCISCO 


CS 


8@)8 
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P.U.R. QUESTION SHEETS 


An Educational Opportunity for Public Utility Men 





A service designed to assist those connected with public utility enterprises to 
qualify themselves for more efficient: work and higher positions. 


What Is the Purpose of Question Sheets? 


Question Sheets give executives, operating officials, managers, superintendents, 
engineers, department heads and all persons aspiring to more responsible posi- 
tions in any branch of the public utility industry concentrated information about 
the fundamental problems of utility financing, management, operation and 
regulation. 


How Are Question Sheets Used? 


Question Sheets are issued in the form of a 4-page folder (6 x 9 in.) every other 
week (26 times a year). Each Question Sheet comprises 10 questions, with 
answers. There are no books to buy, no papers to write, no lessons and no 
examinations to encroach upon the busy man's time. 


What Are the Sources of Question Sheet Information? 


Constant investigation and discussion of utility organization, financing, manage- 
ment and operation are now being carried on by Federal and state regulatory 
commissions throughout the country. New terms, ideas, principles and practices 
appear almost daily. They directly affect the operation of utility companies. 
The answers to all questions are taken from these authoritative sources. 


A Knowledge-Building Opportunity That No Utility Man 
Should Overlook 





Start using the 9 
tion Sheet service 
Be int Simply fill in 

QUESTION SHEETS coupon and mail i 


| hereby subscribe to the P. U. R. QUESTION SHEETS at $10 a year, and agree to pay once. The $10 § 
for the same in semi-annual installments of $5 each, upon receipt of bills, this subscription bee f ‘acl 
to include, without extra charge, the QUESTION SHEET ANNUAL INDEX. scription tee inc 
26 Question Sh 


Accepted: with answers (ma 
every 


PUBLIC UTILITIES REPORTS, INC. 
1038 Munsey Building, Washington, D. C. 


tion Sheet Index. 
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WHEN WORKING PRESSURES GO 


ABOVE 0) 0 0” 


et 


Grinnell Interpretive Engineering and Prefabrication Facilities 


Assume New Significance 


With the announcement of new power installations 
ost invariably come new highs in working pres- 
res, As these pressures climb, piping requirements 
ome increasingly complex. 

Because of Grinnell’s proved ability to interpret the 
quirements of super-pressure installations in terms 
alloy steel piping, formed and welded sub-assemblies, 
rgins of safety and underwriter’s inspection, lead- 


8 engineers prefer to “give the plans to Grinnell.” 


The header shown here typifies the intricacies of 
today’s pipe fabrication. It is on jobs like this that 
engineers are depending upon Grinnell for accurate, 
pre-tested sub-assemblies, which reduce costly field 
welding to a minimum. 

Conveniently located plants assure ‘time-table” 
delivery on any power or process piping installation. 
Grinnell Co., Inc., Executive Offices, Providence, R. I. 


Branches in principal cities of the U. S. and Canada. 


urasnieation oy GRINNELL 


WHENEVER PIPING: 1S INVOLVED 
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ROBERT A. BURROWS’ 


PUBLIC 
UTILITY CHART 


ELECTRIC LIGHT AND POWER e GAS @ TRANSPORTATION 
WATER @© COMMUNICATIONS @ INVESTMENT COMPANIES 
ETC. 














@ Showing at a glance @ 


“INTER-RELATION AND CAPITALIZATION OF THE PRINCIPAL PUBLIC | 
UTILITY HOLDING, OPERATING AND INVESTMENT COMPANIES 
AS OF JUNE 1, 1939” 


ALSO SERVICE AREA MAPS OF THE PRINCIPAL 
PUBLIC UTILITY SYSTEMS IN THE UNITED STATES 
(Chart Size—34” x 28”) 


An indispensable reference for @ Public Utility Executives @ Utility Supply 
Companies @ Banks @ Brokers @ Investment Counselors @ Trust and In- 


surance Companies @ Public Service Commissions @ Investors @ Or any one 
interested in any phase of the Public Utility Industry. 


a e e PLEASE NOTE e e 


Chart is printed on 32-lb. high grade paper in ONE COLOR at $2 
per copy, or in NINE DISTINCTIVE COLORS at $3 per copy, postage 
prepaid. Colors used in bar graphs afford an excellent chart for fram- 
ing or desk top reference. 


If UNFOLDED MAILING is desired add 25c for special 3-ply mailing 


tube. 


QUANTITIES of ten or more copies, for complimentary distribution, 
at reduced prices, on request. 


+ 
Order from 


PUBLIC UTILITIES REPORTS, Inc. 
Munsey Bldg. Washington, D. C. 














ly 18, 194 












































YOU'LL LIKE THESE 
PECIAL DODGE C.O.E. 
ADVANTAGES 


Easier to Get In and Out 
Level Floor (No Hump) 
|‘ Width, Deep-Cushioned Seats 


fll Width Door Openings Costs Nothing to Look. . . Saves Money to Buy 


Gearshift and Handbrake in 
Normal, Natural Position You’ll take off your hat to Dodge engineering when you 
Short Turning Radius get the “‘low-down”’ on these Job-Rated C.O.Es.!_They’re 
“Lighthouse” Vision engineered and built for load-lugging performance and 
Attractive, Full-Lined Interiors typical Dodge economy. Available now in both 2-ton and 
114-ton capacities, you’ll find each powered with exactly 
the right one of 6 great truck engines! You’ll find them 
built and ‘“‘sized’”? throughout for long, dependable 
] FREE Booklet— READ and SAVE! operation. They rate high with drivers, too, because of 
lien line ck ee ee ob their easy step, and controls positioned exactly where 
i can save YOU canthord Ar fie you’d expect them. Dodge Job-Rated C.O.Es. are priced 
Dodge dealer, or write Dodge Divi. with the lowest! See your Dodge dealer for easy budget 
Chrysler Corporation, Detroit, Michigan, | terms and a liberal allowance on your present truck. 


PEND ON DODGE fo6-2azec TRUCKS 


waa aananiti re Inc CTANNADN CHASSIS ANN RODY MODELS ON 17 WHEELBASES 
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P. U. R. DIGEST 


CUMULATIVE 


A Digest That Is Serviced 


The Only Complete Digest of Public Service Law and Regulation 





A WORK OF PRIMARY AUTHORITY CONTAINING THE 
DECISIONS AND RULINGS OF THE 


United States Supreme Court 
Pp A United — on Courts mani 
COVERING United States District Courts ALPHABETICAL 

FIFTY YEARS State Courts CLASSIFICATION 
Federal Regulatory OF SUBJECTS 
AN EXHAUSTIVE Commissions 

‘ccnaintr sabe State Regulatory Commissions A GREAT REVIEW 
Insular and Territorial Regu- 


THE LAW latory Commissions A GREAT SERVICE 











WRITE FOR PRICE AND PAYMENT PLANS 


PUBLIC UTILITIES REPORTS, INC. 


Tenth Floor, Munsey Building, Washington, D. C. 
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“A SCIENCE IN ITSELF 


Designing and Building PRECISION Equipment for the 


«MEASUREMENT, REGULATION ayo CONTROL = 
“a OF FLOWING GASES 


© From the first crude simple pede cake ce weet) 
it the point of utilization, to the highly complex yet effi. 
cient present day systems for the distribution of fuel gases, 
the research and technical facilities of this organization have 
- any ds SPP eee | of j ae sand 58 to the 
science of transmitting gas. 











‘ The many basic products plodeted Inthe past, the new 
products recently announced and those still on the: drawing 
eel E : sk boards are indicative of the progressive spirit of this organi- 
N ee ll ; “gation. They personify the results obtainable from a carefully 
; “a 3° . planned, adequately staffed, long range mee of lease 
E a a end development. 
CO LARGE Capacity ame 4 en 
Were ceases tA PITTSBURGH EQUITABLE METER COMPANY ; 
: eis vicion TS MERCO NORDSTROM VALVE C ak 
ae RECULATOR = niacin cones lan Ofeces- PEPTSBUROH, PA. 
Ae 


EMCO recutarors * NORDSTROM etuc'vavves 
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}) You buy the strength 


of fourteen men 


in this 


RikzaIb 


Compound Leverage 
Wrench 


You pay one man for quick efficient work 


This remarkable RIGEID Wrench cuts your labor costs— 
boosts salvage of pipe fittings with 14 times the leverage 
power of an ordinary wrench of equal jaw capacity. Frozen 
joints loosen in a hurry—no need to take extra men from 
their regular jobs to heave on a wrench lengthened by a 
piece of pipe on a handle. 
Simply fasten the trunnion on pipe or fitting—whichever 
is not to move—slip on the wrench and pump it on or off. 
RIBAID Compound There are 4 sizes for pipe up to 8”, to fit your requirements. 
Leverage Wrench : 
tightening a fitting. Test one of these RIBEID s any way you please. You'll 
discover a tool that assures efficient work you want and are 
glad to get credit for. Call your Supply House today. 


THE RIDGE TOOL CO., ELYRIA, OHI0 


7 ete) 
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You'll 
id are 
HOOSIER ENGINEERING COMPANY 
CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
Canadian Hoosier Tenens Company, Ltd. 


ERECTORS OF TRANSMISSION LINES 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped +o 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 














THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS « WALUATIONS ¢ REPORTS 


PROPERTY EXAMINATIONS AND STUDIES for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
CHICAGO - MILWAUKEE - NEW YORK + WASHINGTON ~ And Other Principal Cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








pam 9 DOTY, Bacon s Davis, anc: nar orm 


CONSTRUCTION £ ALS 
OPERATING COSTS ngineers sesh aliens 
VALUATIONS AND REPORTS 


CHICAGO PHILADELPHIA NEW YORK CLEVELAND 








LIVINGSTON, McDOWELL & CO. 


Usilicy CERTIFIED PUBLIC ACCOUNTANTS 
Consultants Mensbers 
AMERICAN INSTITUTE OF ACCOUNTANTS 
PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS 
1518 WALNUT ST. PHILADELPHIA, PA. 
D. M. LIVINGSTON, C. P. A. ( PA.) 
FORMER MEMBER: C. WHITFORD MCDOWELL, C. P. A. (PA.) (MD.) 
PENNSYLVANIA PUBLIC UTILITY COMMISSION 











J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS hicago 
Business Studies Purchase—Sales Valuation: 
New Projects Management Reocgnaianeins 
Consulting Engineering Mergers 
Public Utility Affairs including Integration 





' Mention the Fortnicutty—I/t identifies your inquiry: 
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SANDERSON & PORTER 


ENGINEERS 


VALUATION DEPARTMENT 
APPRAISALS AND RATE QUESTIONS 


CHICAGO NEW YORK SAN FRANCISCO 








Sargent & Lundy, Incorporated 


ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK ¢ CHICAGO e PITTSBURGH « SAN FRANCISCO e LOS ANGELES 











BARKER & WHEELER, Engineers 
Il Park Place, New York City. CHENEY AND FOSTER 

36 State St., Albany, N. Y. 
Designs and Construction—Operating Betterments— : 
Appraisals, Rates—Office Systems Engineers and Consultants 
Twenty Years Special Experience in Development of 
Original Costs, Restoration of Capital Accounts, Installa- 


tion of Perpetual Property-Record Systems, and Special 
Problems of Municipal and Other Non-Centralized Proper- 61 BROADWAY NEW YORK 
ties. 











BLACK & VEATCH ROBERT E. FOLEY 


CONSULTING ENGINEERS 


‘ ? Zins Erecting Engineer 
Appraisals, investigations and _ re- 

Ports, design and supervision of con- Telephone Lines—Rural Lines—Fire Alarms— 
struction of Public Utility Properties Transmission Lines 


4706 BROADWAY KANSAS CITY, MO. 48 Griswold St. Binghamton, N. Y. 














EARL L. CARTER Francis S. HABERLY 


Consulting Engineer ENGINEER 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY Appraisals—Property Accounting Reports 
PUBLIC UTILITY —Cost Trends 
VALUATIONS AND REPORTS 
814 Electric Building Indianapolis, Ind. 122 SOUTH MICHICAN AVENUE, CHICACO 
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JACKSON & MORELAND 
ENGINEERS 


PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


BOSTON NEW YORK 





SLOAN & COOK. 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 
Depreciation, Financial, and Other Investigations 














JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 





J. W. WOPAT 


Consulting Engineer 


Construction Supervision 
Appraisals—Financial 





Appraisals - Investigations - Reperts 
in connection with 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 


Rate Investigations 


1510 Lincoln Bank Tower Fort Wayne, Indiana 


























SAVE MONEY WITH VARI-TYPER 


Many Utility Companies are saving money by using the Vari-Typer 
._._. the composing Type Writer with changeable faces and spaces. 
This compact office machine reduces composition and printing costs 
for rate schedules, office forms, bulletins, booklets, folders, etc., 
for either mimeograph or offset reproduction. Investigate the sav- 
ings possible on all your required printing. 


WRITE TODAY for new demonstration portfolio, “How Utility 
Companies are Saving Money with Vari-Typer’ with actual samples 
of work produced. 


RALPH C. COXHEAD CORPORATION 


Manufacturers of Vari-Typer 


333 Sixth Avenue New York, N. Y. 














Public Utilities Fortnightly—The review magazine of current 
opinion and news relating to Public Utilities. Conducted as an open 
forum for the frank discussion of both sides of controversial utility 
questions. Issued every other Thursday—26 numbers a ieee 
subscription $15.00. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 
Aluminum Company of America 
American Appraisal Company, The .. 
tAmerican Asphalt Paint Co. 
Asplundh Tree Expert Comy 


B 





*Babeock & Wilcox Company, The 

Barber Gas Burner C y, The 

Barker & Wheeler, Engineers 

Black & Veatch, Consulting Engineers 
Bureau of National Affairs, Ine, ................... 
Burroughs Adding Machine Company 


Cc 





*Carpenter Manufacturing Company 

Carter, Earl I.., Consulting Engineer .. 

Cheney and Foster, Engineers 3 

Chevrolet Motor Division of General Motors 
Sales Corp. 43 

*Chicago Wheel & Mfg. Co. 

Cities Service Petroleum Products 

Cleveland Trencher Co y, The 

*Combustion Engineering Company, Ine. ............ 

Coxhead, Ralph C., Corporation 

Crescent Insulated Wire & Cable Co., Ine. 


D 











Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers 
Dicke Tool Company, Inc. 
Dictograph Sales Corporation 
Ditto, Ine. 
Dodge Division of Chrysler Corp. 
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Egry Register C y, The 


Electric Storage Battery Company, The 
Inside Back Cover 


Electrical Testing Laboratories 
Elliott Company 
Elliott Addressing Machine Co., The 


F 














Foley, Robert E., Erecting Engineer 
Ford, Bacon & Davis, Inc., Engineers 
Ford Motor Company 
Forest City Foundries Company 
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General Electric Company Outside Back Cover 
Grinnell Company, Inc. 47 
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Haberly, Francis S., Engineer 
Hoosier Engineering Company 





I 
International Harvester C 
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Jackson & Moreland, Engineers 
Jensen, Bowen & Farrell, Engineers ...... 
Johns-Manville Corporation 
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Kerite Insulated Wire & Cable Co., Inc., The .... 
Kinnear Manufacturing Company, The 
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Livingston, McDowell & Co, ..............:..sssesseeseensense 
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Manning, J..H. & Company 
Martens & Stormoen 
Mereo Nordstrom Valve Company 
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Nation’s Business 30 

Neptune Meter Company 17 

Newport News Shipbuilding & Dry Dock Com- 
pany oa 
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Pennsylvania Transformer Company 
Pittsburgh Equitable Meter Company 
*Portable Light Co., Inc., The 
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Railway & Industrial Engineering Company .... 20 
Recording & Statistical Corp. ..........................-. 35 
Remington Rand, Inc. 9 
Ridge Tool Company, The 52 
Riley Stoker Corporation 31 
Robertshaw Thermostat Company .... — 
Royal Typewriter Company, Ince. ........ 











S 


Sanderson & Porter, Engineers 
Sangamo Electric Company 
Sargent & Lundy, Incorporated 

Silex Company, The Inside Front Cover 
Sloan & Cook, Consulting Engineers ... a 
Sprague Meter Company, The ................. 
*Stationers Loose Leaf Co. 
Stone & Webster Engineering Corporation 
Sturgis Posture Chair Company 
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Vulcan Soot Blower Corp. 
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Westinghouse Electric & Manufacturing Co, .... 19 
Weston, Byron, Company 

Wopat, J. W., Consulting Engineer ... 
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All Robertshaw products enjoy the great advan- 
tage of the work carried on constantly at the 
Robertshaw Research Laboratory, a laboratory 
devoted exclusively to the development of im- 
proved designs and production methods in the 
field of automatic temperature control. 
Robertshaw’'s stainless steel Diastat — electric- 
welded, solderless, non-corroding—is a Robertshaw product throughout. Into 
it has gone the best that forty years of manufacturing experience—plus un- 
equaled research, product development and manufacturing facilities—provide. 


ROBERTSHAW THERMOSTAT COMPANY 


YOUNGWOOD, PA. 
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WHETHER IT’S FOR CONTROLLING 
POWER OR CRANKING ENGINES 


HETHER it is to provide power for the operation 

of circuit breakers, or for cranking the engines of 

their trucks, buses or automobiles, a large number 
of the country’s utilities use Exide Batteries. 

Between these two extremes there are many other 
purposes for which these same utilities depend upon 
Exides—for emergency lighting, for remote control, 
telephone, and other services. 

The reasons for this wide acceptance of Exide Bat- 
teries are readily apparent once you have used them. In 
their unfailing dependability and long life you sense the 
wide experience which their makers have had in building 
storage batteries for every purpose. As time goes on and 
the many other good qualities of these batteries become 
apparent, you'll begin to realize why Exides are the choice 
of so many utility engineers all over the country. 

Write us regarding any battery problems confronting 
you. Our engineers are at your service. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 
PHILADELPHIA 


Exide Batteries of Canada, Limited, Toronto 
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HIS tenseiscene from the current 
movie‘: Edison the Man” portrays 
a momentous event in the history of 
your btisiness and ours. We’ve come a 
long way since that day:in September, 
1882, when Edison and_his associates 
were making last-minute preparations 
to. get this “giant”’ dynamo in his Pearl Street 
plant ready to serve 59 New York customers 
with incandescent light. 


Electric-sérvice company and manufacturer 
were one in those pioneering days. The inventor 
did his own-research, design, and application 
engineering: He made his own lamps, conduc- 
tors, sockets, switches, and all the other devices 
needed to serve his customers. It wasn’t long, 
however, until the operating and manufactur- 
ing branches’ set out on the parallel’ paths of 
close mutual co-operation which have ‘resulted 
in the rapid development of the electric light 
and power industry. 


And what have been the results? The benefits of 
better living—electrically—have been extended 


5G years 


PROM PEARL STREET] 


to millions of homes; thousands of industrial 
plants have been able to improve their produc 
tion efficiency—electrically; and with the in 
crease in use, the cost of electricity has con 
stantly been reduced. It is gratifying to us to 
know that our programs of continuous research, 
endless study of operating problems, and ur 
interrupted load-building service have: beet 
important factors in this progress during these 
58 years. 

As a leading manufacturer in a going and grow 
ing industry it has always been our <esite and 
endeavor to give the greatest possible value for 
each equipment dollar. We believe that a carelul 
consideration of the extra benefits which you 
téceive will convince you that you ge the mo 
fot your money when you buy G-E equipment) 


_ 





